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Professional Notes. 


Tue death of Her Majesty Queen Alexandra has 
deprived the King of the Queen Mother who, on 
the decease of King Edward, confided her son to the 
care of the Nation and Empire. The feeling of 
sorrow must give place to a sense of thankfulness 
for Queen Alexandra's high example and loving 
sympathy with all classes of His Majesty’s subjects. 
Her name will always be held in honour. 


Welearn froma private advice that the Accountants’ 
Bill (South Africa), over which there has been so 
much contention in Committee of the Union 
Parliament, will be withdrawn. The Bill had a good 


deal of support in the Cape Province, but from what 
we can gather the decision to bring the proceedings 
to an end appears to have the general approval of 
the profession in the Transvaal and Natal, although 
the loss of the Bill is likely to be mourned in some 
quarters. 


The Report of the Inspector, Mr. John Fox, 0.B.E., 
appointed by the Chief Registrar of Friendly Societies 
to examine into the affairs of Streatham Tenants, 
Limited, is a weighty and able document, and 
should go far in putting the public, especially the 
thrifty portion of it, on their guard against 
plausible promoters who appear on the scene 
apparently from nowhere in particular in order to 
reap personal advantage from some legitimate 
movement which, if honestly supported, would benefit 
a large class of worthy and deserving people. The 
result of the inquiry is a clear and outspoken 
condemnation of the prime mover and chairman, 
Mr. G. Trafford Hewitt, against whom other 
proceedings are now pending. 

The details of the inquiry having already been 
discussed in the Press, it is only necessary for us to 
refer to what took place in connection with the 
accounts and audit of the society. In another 
column we have reproduced the observations of the 
Inspector under these headings. It will be seen that 
two auditors were appointed, one with remuneration 
and the other unpaid, the latter only being entitled 
under the Industrial and Provident Societies Acts to 
sign the accounts as a public auditor. Of these two 
accountants (neither Chartered nor Incorporated) the 
Inspector says ‘‘I can arrive at no other conclusion 
than that these two auditors were guilty of the 
grossest neglect of their duties to the members they 
were supposed to represent.” 

The Prime Minister has appointed a Committee 
with the following terms of reference :—To consider 
and report on any scheme which may be submitted to 
them for special assistance from the Exchequer to 
local authorities in necessitous urban and quasi-urban 
areas. The members of the Committee are as 
follows:—Sir Harry Goschen, K.B.E., chairman ; 
Mr. R. 8S. Meiklejohn, C.B., Treasury; Mr. E. J. 
Strohmenger, C.B., Ministry of Health; Mr. P. B. 
Moodie, Scottish Office; Mr. 8S. Lord, F.§8.A.A., 
nominated by the Municipal Corporations Associa- 
tion; Mr. J. C. Priestley, K.C., nominated by the 
County Councils Association; Sir Henry Keith, 
representing the Scottish Burgh Authorities; and 
Mr. John Train, representing the Scottish County 
Authorities. The secretary to the Committee is 


Mr. G. Ismay, of the Treasury. 


ee 


a 
» ee | 
or — 
ite 
he a YRATED ACS 
of KS . » 
re } 
ad iS ‘vf \ \ . 
" f yi iM e 
of le UY a 
: ia, SY f. &§ 
\ iy c= > - 
ee. PL 
Pe gs, 
Xo. 18853 
1 
| 
3 
| . 
4 
‘ 
a 
f 
Legal Notes... es es ss es ts te Ss ss 
a | ” 
q 
~ | ; 
' 
| 
7 
PO q 


86 THE INCORPORATED ACCOUNTANTS’ JOURNAL. 


(Ducussnn, 1925. 


The Minister of Labour has set up a Special 
Committee to inquire into the administration of 
Unemployment Insurance Acts. The Committee is 
constituted as follows :—Lord Blanesburgh, G.B.E., 
chairman, Miss Margaret Bondfield, Sir James 
Curtis, K.B.E., Professor Carless Davis, C.B.E., 
Mr. J. Hamilton, Sir Hugo Hirst, Bt., Mr. Frank 
Hodges, Mr. A. Holmes, Mr. Laurence Holt, Sir 
James Lithgow, Bt., Sir William McLintock, K.B.E., 
C.V.0., C.A., Viscountess Milner, and Sir Glynn 
Hamilton West. The secretary to the Committee 
is Mr. J. A. Dale, C.B.E., of the Employment and 
Insurance Department, Ministry of Labour. The 
terms of reference to the Committee are: To consider, 
in the light of experience gained in the working of 
the Unemployment Insurance Scheme, what change 


_in the scheme, if any, ought to be made. 


The recent troubles experienced by the Ministry 
of Health in regard to the surcharges by their 


district auditors against Councillors belonging to | 


the boroughs of Poplar and Woolwich show the 
inefficacy of the “surcharge’’ as a weapon in the 
hands of the Government auditor. We can well 
remember the arguments for and against the 
Government audit which occupied a great deal of 
attention some 80 to 40 years ago, but there are few 
municipal corporations to-day who, having adopted 
a professional audit, would dispense with it in favour 
of an audit by Government auditors, and there are 
few bodies of ratepayers throughout the country 
who would desire such a change to be made. It 
must not be supposed that we give any countenance 


_to the tactics adopted either by Poplar or Woolwich, 


but drastic action against any spendthrift authority 
to be effective must be in the nature of prevention 
and not by way of an audit when the money is spent. 


Interest and surprise are created in the profession 
by the continued circulation among former payers of 
Excess Profits Duty of touting letters by persons who 
claim to be ex-inspectors of taxes and maintain that 
they are in a superior position owing to their past 
Inland Revenue knowledge, of obtaining payment of 
reclaims by a re-investigation of settlements already 
agreed with the authorities. Apart from the question 
of commercial morality involved, some method 
should be devised by the Government for preventing 
ex-Civil Servants from utilising knowledge acquired 
by them in the performance of their duties, for the 
avowed purpose of acting against the State, in whose 
confidential employment they have been engaged. 
While the feeling of the accountancy profession in 


_ regard to the doings of these people is well known to 


us, we have felt it better that they should be left to 
the consideration and judgment of the Treasury as 


there is no other kind of disciplinary control to 
which they would appear to he amenable. 


A circular which has been issued from a Sheffield 
office during the past month has another aspect, 
because the person who sends it out describes 
himself as an ‘“‘ Accountant and Auditor, Taxation 
Specialist and Estate Agent (late H.M. Inspector of 
Taxes).” The subject of his communication “is 
mostly income tax,’’ and he says in addition: ‘‘ The 
Inland Revenue officials nowadays are bringing all the 
pressure they can to bear upon business proprietors 
to render accurate accounts and returns.” He 
continues: ‘‘ The average trader has neither the time 
nor the inclination to devote himself to these matters. 
Is it not then in his own interest to entrust them 
to a competent authority? As a fully qualified 
accountant (London Association) and an ex-inspector 
of taxes, with an inside knowledge of taxation in all 
its branches, I can safely claim to be such an 
authority.” This communication is a reminder of 
the type of accountant who at one time touted for 
bankruptcy business, and who was mercifully 
suppressed by the provisions of the Bankruptcy Act 
passed many years ago. 


The Journal of Accountancy (New York) states 
that at the annual meeting of the American Institute 
of Accountants a proposition that membership in 
the American Institute should be restricted to 
Certified Public Accountants was overwhelmingly 
defeated. ‘This, as our contemporary says, is a 
remarkable thing, because in his Presidential 
Address of 1924 the retiring President expressed 
the opinion that the time had come when member- 


ship should be limited to holders of Certified - 


Public Accountant certificates, but at the meeting 
of 1925 the same gentleman, Mr. Edward E. Gore, 
explained the reasons for his changed opinion, and 
those reasons impressed nearly everyone present. 


It appears that the sense of security in regard to 


the status of Certified Public Accountant legislation 
had been rudely shaken by the action of certain 
State Legislatures which had thrown overboard the 
former legislation on the matter. We join with 
our contemporary in thinking that it would be a 
thousand pities if the designation “‘ Certified Public 


Accountant,” which has been advancing steadily ~ 


for the past 29 years, were to lose its significance 
“because of the uncomely somersaults of State 
Legislatures.” 

No doubt the American Institute of Accountants 
will recover from the shock it has received and will 
be able to cope with the position which has been 
created, because we refuse to believe that the good 
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work which has been accomplished by that Institute 
will not go on. There is, however, one truth which 
is put to the front by our contemporary, The Journal 
of Accountancy, and which we venture to think has 
never been sufficiently appreciated, that ‘‘Accountancy 
in America is necessarily interstate in character.” 
We have no stones to throw at American accountants 
from Great Britain, and we think on the whole the 
organisation in the respective States has advanced 
enormously. If there is any set back, no one will 
be more genuinely grieved than the friends whom 
American accountants possess among their British 
brethren. , 


In regard to the arrangement to extend the 
term of the first issue of War Savings Certificates 
until March 31st, 1982, with interest at the rate of a 
penny per month for each certificate originally 
costing 15s. 6d., it is important to bear in mind that 
this rate of interest when calculated by way of a 
percentage on the investment becomes smaller year 
by year as. the value of the certificate increases, and 
as in ten years a 15s. 6d. certificate amounts to 26s. 
the rate at the end of that period is rather less than 
24 per cent. On the other hand there is the 
advantage that the interest is not subject to Income 
Tax, also that the certificates are not liable to 
depreciation, and that they carry the right to 
repayment at any time at the option of the holder. 


The vexed question of the rating of machinery is 
dealt with in clause 24 of the Rating and Valuation 
Bill. Briefly the effect of the clause is to exclude 
from assessment all machinery, tools, appliances, &c., 
which are not actually part of the hereditament. In 
other words, if the clause becomes law as it stands 
no machinery will be taken into consideration for 
rating purposes which is not employed for the 
production or transmission of first motive power. 
The clause, which was left to the free vote of the House, 
passed the Report staye on November 25th by a 


large majority. 


In connection with the recent removal of the 
embargo on Foreign and Dominion Loans, the 
Chancellor of the Exchequer said he hoped that, so 
far as possible without impairing the freedom of the 
market, preference would be given in the matter of 
credit to those issues which would bring immediately 
to the trade of this country a high proportion of 
orders for goods. This is another stage towards the 
re-establishment of a free money market which has 
been one of the factors tending to constitute London 
the monetary centre of the world. The effect of the 
embargo while it lasted is shown by the fact that for 
the ten months of the current year home issues 


constituted 644 per cent. of the total flotations, 
against 40 per cent. for the whole of 1924 and 338 per 
cent. for 1923; and that the percentage of foreign 
loans for the past ten months was only 11 per cent., 
compared with 27 per cent. for 1924 and 24 per 
cent. for 1928. 

The House of Lords has affirmed the judgment 
of the Court of Appeal in the case of Ricketts v. 
Colquhoun, disallowing for Income Tax purposes the 
expenses of the Recorder of Portsmouth in travelling 
between Portsmouth and London where he practised 
as a barrister. The material words of the Rule 
bearing upon the matter are: “If the holder of an 
office is necessarily obliged to incur and defray out 
of the emoluments thereof the expenses of travelling 
in the performance of the duties of the office &c.”’ 
The Lord Chancellor in the course of his judgment 
said the rule no doubt contemplated that the holder 
of an office might by the nature of tle office have to 
travel from place to place in the performance of his 
duties, but it never happened that a Recorder was in 
that position, and there was no suggestion that any 
such necessity occurred here. The question was not 
what expenses he might be expected to incur, but 
what expenses he was as a holder of the office 
obliged to incur in the performance of his duties. 


Another decision by the House of Lords, in the 
case of Whitney v. Inland Revenue Commissioners, 
has established the fact that an alien, non-resident 
in this country, receiving an income exceeding £2,000 
from British sources is liable to pay super tax, and 
is bound to comply with a notice sent to him abroad 
by registered post requiring him to make a return of 
his British income for such assessment. Their 
Lordships were divided upon the matter, and 
judgment was given by a majority of three to two. 
The difficulty apparently was whether the Income 
Tax Act of 1918 provided the necessary machinery 
for assessing to super tax an alien resident abroad 
and having no representative in this country. The 
Lord Chancellor was of opinion that the machinery 
was not adequate, and in this Lord Phillimore 
concurred, but Lord Dunedin, Lord Wrenbury and 
Lord Carson held a different view. In their opinion 
the necessary authority was contained in sub-seci. 5 
of sect. 7 of the 1918 Act, but altogether apart 
from this the Commissioners were entitled to assess 
under sub-sect. 1, which did away with all 
territorial arrangements so far as super tax was 
concerned, and simply provided ‘‘ Super tax shall be 
assessed and charged by the General Commissioners,” 


Lecturing before the. Royal Institute of Public 
Health on the subject of ‘‘The Prevention and Arrest 
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of Nervous Disease,” Dr. E. F. Buzzard said he was 
sure that the real ground work in the prevention of 
many nervous ailments on the mental side would in 
future be found in a different method of education. 
He felt very strongly that present day education was 
lacking in many directions, and that the general 
education of the child was based far too much on the 
acquirement of knowledge, and lacked a great deal 
in the way of educating the mind, particularly in 
regard to thinking. The art or practice of thinking, 
and thinking clearly, was something which could be 
as well taught and learned as many of the other 
subjects in which children were trained. It seemed 
to be almost the custom to prevent children having 
sufficient time to think, and it was certainly not the 
custom to encourage them to do so. With these 
views of Dr. Buzzard we think many will be disposed 
to agree. ‘There is certainly a tendency to require 
scholars to get through a maximum amount of work 
in a given time, which encourages them to use rules 
and formule instead of thinking for themselves. 


In connection with the illness of jurors during a 
trial, a new clause has been added to the Criminal 
Justice Bill, now before Parliament, at the instance 
of the Government providing as follows: 


‘‘ Where in the course of a criminal trial 
any member of the jury dies or is discharged 
by the Court as being, through illness, incapable 
of continuing to act, or for any other reason, the 
jury shall nevertheless, subject to assent being 
‘given in writing by or on behalf of both the 
prosecutor and the accused and so long as 
the number of its members is not reduced below 
ten, be considered as remaining for all the 
purposes of that trial properly constituted, and 
the trial shall proceed and a verdict may be 
given accordingly.” 


The object of the clause is to avoid a second hearing 
of the case in the event of one or two of the jurors 
being taken suddenly ill during the course of the trial, 
and if carried into law it will save the time both of 
the Court and of the jury, especially in lengthy cases. 


It is provided by sect. 1 (1) of the Money- 
lenders Act, 1900, that the Court may in certain 
circumstances re-open a money-lending transaction 
notwithstanding any agreement purporting to close 
previous dealings and create a new obligation, but 
this does not empower a Judge to re-open a money- 
lending transaction where the moneylender has 


_. brought an action and the borrower has consented 


to judgment, although the judgment may never 
have been drawn up and entered. Such is the 


interpretation of the law as laid down by Mr. Justice 
Finlay in the case of Cohen v. Jonesco. In the 
course of his remarks his Lordship said: ‘If it had 
been intended that a Judge could re-open a judgment 
the word ‘judgment’ would have been mentioned. 
The words in the Act were ‘notwithstanding any 
statement or settlement of account or any agreement 
purporting to close previous dealings and create a 
new obligation,’ and although the judgment given 
by Mr. Justice Avory was no doubt the result of an 
agreement, the agreement to pay became merged in 
the judgment. [t did not matter whether the claim 
was fought out or consented to by Counsel. The result 
was the same; the matter was finally determined.”’ 


What is “Wusbandrp” for Income 
@ax Purposes ? 


|For some time past there has been contention 


with the Inland Revenue as to the proper basis of 
assessing businesses akin to farming but not 
coming strictly under the head of agriculture or the 
cultivation of land. The question at issue is whether 
these businesses are assessable under Schedule B on 
the basis of rental value, or under Schedule D on the 
basis of profits. An important judgment has now 
been given by the Court of Session in Edinburgh in 
the case of Castlehill Poultry Farm Company v. 
The Commissioners of Inland Revenue. 


The facts were briefly that the company owned 
some 38 acres of land on which it kept about 1,000 
head of poultry and between 1,000 and 2,000 head of 
chickens during the rearing season. It also kept some 
sheep which were grazed upon the same land. Of the 
whole only about half an acre was cultivated, and this 
was used for growing green food for winter feeding. 
The company was assessed on the basis of profits 


under the provisions of Schedule D, and, upon the 


General Commissioners confirming this assessment, 
a case was asked to be stated for the opinion of the 
Court. 


The Income Tax Act, 1918, provides for the 
assessment under Schedule B of lands used “for 


the purposes of husbandry only or mainly for those | 


purposes ’ at an amount equal to the annual value. 
The only exceptions mentioned in the Act are profits 
arising from lands occupied as nurseries or gardens, 
which are to be assessed according to the rules 
applicable to Schedule D. The company’s contention 
was that in occupying the land for the purpose of 
poultry-raising it was occupying the land mainly for 
the purpose of husbandry, and was therefore liable 


‘to be assessed under Schedule B, and not on a 
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three years average of profits under Schedule D. 
For the Crown it was argued by the Lord Advocate 
that to bring occupation of the soil under the term 
“husbandry,” the fruits of the soil must be directly 
used as they are in arable farming ; or, alternatively, 
there must be on the soil live stock mainly supported 
by the produce of that soil, and it was claimed that 
in this case the poultry stock was mainly supported 
by foodstuffs imported from outside. He further 
contended that even if poultry raising was in itself 
‘‘ husbandry,” the company was not using the lands 
for the purpose of husbandry. 


The Lord President, in delivering judgment, said 
that the meaning and scope of “ husbandry’ under 
Schedule B had been discussed in a number of cases, 
and it might be said that lands were occupied for 
husbandry if their purpose depended to a material 
extent on the fruits of the soil either natural or 
artificial. He used the term “ material” because 
in modern farming much stuff was imported from 
outside, and it was enough if the fruits of the soil 
entered in a material degree into the business 
carried on. While poultry were dependent in their 
early stages on artificial food, they later got benefit 
from the grass, and in such circumstances it was 
impossible to say that poultry keeping did not 
depend to a material extent on the fruits of the 
land. He accordingly held that the proper schedule 
for assessment in this case was Schedule B. 
His Lordship wished, however, to guard against 
laying down a general rule that poultry keeping 
was always “ husbandry,” as it was easy to imagine 
cases where the business had no relation to the 
fruits of the land. 


The effect of this judgment seems to be that cases 
of this character will be dealt with on their merits, 
the deciding factors probably being (1) the extent 
of land used in comparison to the number of poultry 
reared, and (2) whether as a consequence the 
poultry are mainly fed on the produce of the land 
or on artificial foods impofted from outside. There 
seems to be no good reason for distinguishing between 
poultry and cattle, sheep or pigs, as artificial food 
is now largely used for feeding purposes in all these 
cases. Poultry can easily be reared and fed entirely 
on the produce of the land, while they can also be 
fed almost entirely on artificial food. It is, therefore, 
a question of fact as to the extent to which the 
produce of the land is utilised in any particular case. 


- In our Correspondence columns this month will 
be found an instance of the same question arising 
in regard to retail sales of milk. The Inland 
Revenue apparently admit that sales of milk from 
a farm in bulk (i.e. wholesale) come under Schedule 
B, but contend that retail sales are assessable 
under Schedule D. 


Che Administration of Estates 
Act, 1925. 


Ir is now common knowledge that the Real Property 
Act, 1922, did not remain long in its original 
form; indeed it can be said that it has never lived 
in its entirety, since after a postponement of the 
momentous day upon which its advent was to 
revolutionise existing law and procedure, it was 
substantially replaced by seven Acts dealing with 
specific portions of the work originally and 
comprehensively contained therein. It is now so 
dismembered that the parts relating to the 
enfranchisement of copyholds and the extinguish- 
ment of manorial incidents alone remain. 

The seven Acts referred to, all of which received 
the Royal Assent on April 9th, 1925, and which 
come into operation on January Ist, 1926, are: 
The Law of Property Act; the Administration of 
Estates Act; the Land Registration Act; the 
Trustee Act; the Land Charges Act; the Settled 
Land Act; and the Universities and College Estates 
Act. These Acts are of the nature of Consolidation 
Acts involving the repeal of a tremendous volume 
of Statute law dating from earliest times, and 
although doubts are frequently expressed as to 
whether all the benefits claimed by their sponsors 
will materialise, it must be conceded that, on the 
whole, a great advance has been made in the 
direction of simplifying the law concerned and 
straightening out a legal system which had almost 
ceased to have a claim to such a designation. 

Probably the most important Act of the seven 
with which the practising accountant will be 
concerned is the Administration of Estates Act, 
which inter alia deals fundamentally with the 
devolution of the estates of intestates. 


Devolution on Intestacy.—Formerly, estates 
devolved on dissimilar principles, according to 
whether such estates consisted of realty or 
personalty; surviving husbands and wives were 
not accorded identical treatment; the equality of 
the sexes was unrecognised in the devolution of 
realty, and the basis of devolution was not uniform 
throughout the country, althongh the. incidents of 
common socage predominated. 

These divergencies are now rectified, with the 
result that, with minor exceptions, land will be 
held as freehold (on common socage tenure) and 
leasehold only, the devolution of realty and 
personality will be assimilated, sex equality will 
be recognised in this as in other directions, and the 
interest of the surviving spouse (whether husband 
or wife) will be uniform and very largely independent 
of extraneous factors such as the existence of issue. 
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Moreover, the word “intestate’’ will be deemed to 
include a person who leaves a will but dies intestate 
as to some beneficial interest in his real or personal 
estate, which would presumably relate to cases of 
partial intestacy and invalidated wills. This will 
rectify the illogical result arising from the fact 
that the Intestates Act only related to cases of 
actual intestacy, thus materially affecting the 
position of the widow. 

Rights of Surviving Spouse.—The surviving 
spouse shall be entitled to— 

(1) The personal chattels absolutely ; 

(2) The sum of £1,000, free of death duties, 
and costs, with interest from the date of death 
until payment or appropriation, at 5 per cent. 
per annum, 

such benefits being absolute and not dependent in 


__ any way on the basis of the distribution of the residue. 


The spouse has a further interest as follows :— 

(a) A life interest in the residue, if there be 
no issue ; 

(6) A life interest in half the residue, if there 
be issue ; 

(c) A life interest in the lapsing share of any 
of the issue, should the “statutory trusts”’ 
(to be explained later) not take effect ; 

(d) An absolute interest in the residue in the 
absence of heirs within the degrees pre- 
scribed by the Act. 

The personal representative may with the consent 
of the surviving spouse, or where the surviving 
spousé is the sole personal representative, with the 
leave of the Court, purchase or redeem the life 


_ interest to which the surviving spouse is entitled, by 


paying the capital value thereof (reckoned according 
to tables selected by the personal representative) to 
the spouse, thereupon freeing the residue from such 


interest. 


Rights of Issue.— The term ‘‘issue’’ would include 
both males and females, and ali descendants (not 
restricted to children). Where the children are 
alive at the date of death of their intestate parent, 
they of course will take in priority to remoter issue, 
but where any of the children had predeceased their 
parent, their children would take per sitrpes, thus 
following the old rule relating to personalty. 

Subject to the life interest of the surviving spouse 
(if any) in one half of the residue, the remaining half 
will be divided amongst the children (or descendants 
of deceased children per stirpes) in equal shares, but 
the interest is only absolute where the children have 


attained the age of 21 years or are married at the 


death of the intestate. In other cases the property 
shall be held upon the ‘statutory trusts” provided 
for in the Act, whereby the full interest matures 
upon the issue attaining the age of 21 years or 


marrying before that date, and upon the happening 
of either of these events only, with the result that. 
infants (except upon marriage) would not acquire 
during minority a vested interest in their deceased 
parent’s estate. Should a child die before attaining 
majority, therefore, the trust fails and the property 
devolves as provided for in the Act, thus doing away 
with the necessity of an application for administration 
of such child’s estate. 

Should the intestate leave no surviving spouse, 
the whole of the residuary estate would pass in 
trust for the issue. 


More Remote Relatives.—If the intestate leaves 
no issue, then, subject always to the life interest 
of the surviving spouse, the residue would devolve 
in the following order :— 

(1) In trust for the father and mother in ‘equal 
shares absolutely, or to either if one only survives 
the intestate ; 

(2) In trust for the brothers and sisters of the 
whole blood ; 

(3) In trust for the brothers and sisters of the 
half blood ; 

(4) To the grandparents in equal shares ; 

(5) In trust for the uncles and aunts (being 
brothers and sisters of the whole blood of a 
parent of the intestate) ; 

(6) In trust for the uncles and aunts (being 
brothers and sisters of the half blood of a parent 
of the intestate). 

Should there be no relatives (or their descendants) 
of these degrees in existence, then the residue goes to 
the surviving spouse absolutely. 

It will be noted that the statutory trusts apply 
in most of the above cases; consequently under 
sect. 47, the descendants of a deceased parent will 
take the latter's share per stirpes. Such a provision 
is obviously unnecessary in the case of grandparents, 
since their descendants are provided for in the order 
of priorities given above. 

In default of relatives’ within the above-mentioned 
degrees, the residue will pass as bona vacantia to 
the Crown, the Duchy of Lancaster or the Duke of 
Cornwall, as the case may be (according to the 
residence of the deceased). It is thus unnecessary 
for the administrator to search for heirs of a more 
remote degree than uncles and aunts of the intestate 
or their descendants, but to obviate any possible 
cases of hardship consequent upon the limitation, 
power is given to the Crown (or the Duchy of 
Lancaster or Duke of Cornwall) to make provision 
for dependants, whether kindred or not of the 
intestate, or for other persons for whom the intestate 
might reasonably have been expected to provide (e.g., 
illegitimate children). 

In order to avoid property being at any given 
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time without an owner (a position the law does not 
recognise), the property, both real and personal, of 
an intestate shall vest, until administration is 
granted, in the President of the Probate Division. 
So far as personalty is concerned this is not new, 
but there is an amendment in the case of realty 
which previously tested in the heir-at-law. 


Powers and Duties of Personal Representative.— 
The foregoing provisions deal with intestacy only, 
but there is much in the Act affecting the position 
of executors as well as administrators. As before 
mentioned, the Act is a consolidating as well as an 
amending Statute, so, to avoid confusion, affirmed 
legislation is omitted in this article and only 
amendments of general importance referred to. 

By sect. 6 power is given to an executor who 
has renounced probate (whether before or after 
the commencement of the Act) to withdraw the 
renunciation and take up probate without prejudice 
to any acts done by any other duly authorised 
personal representative. 

The Court is given a wide discretion as to whom 
letters of administration should be granted, the 
following constituting the main provisions :— 

(1) Administration, with the will annexed, may 
be granted to a devisee or legatee ; 

(2) In the case of land settled previously to 
death and not by the will of the deceased, 
administration may be granted to the trustees of 
the settlement, but in the event of complete 
intestacy, administration shall be granted to the 
trustees of the settlement if willing to act; 

(3) In the case of a complete intestacy, 
administration shall be granted to any of the 
persons interested under the Act in the residuary 
estate of the deceased if any such persons make 
application ; except that in case of insolvency of 
the estate or in view of other special circumstances, 
the Court has power to vary the provision. 


The italics are not, of course, in the text of the 
Act, but are inserted to emphasise the provisions, 
and should be noted. 

Rules may be made for dispensing with the usual 
bonds to be given by administrators where the 
grant is made to a trust corporation, or to two or 
more individuals, or in any other proper case. 

No more than four persons may act under a grant 
of administration. In the case of “‘ statutory trusts” 
on intestacy, or where minority or life interests arise 
under a will, administration shall be granted either to 
a trust corporation (with or without an individual) 
or to not less than two individuals. 

It should be noted that probate or letters of 
administration will be granted to the trust corporation 
itself and not to a syndic. The Act defines a trust 


corporation as the Public Trustee or a corporation 
either appointed by the Court in any particular case 
to be a trustee or entitled by rules made under the 
Public Trustee Act, 1906, sect. 4 (8), to act as 
custodian trustee. 

It would appear from sect. 28 that a right of 
retainer has been conferred in certain circumstances 
on an executor de son tort, since it is provided that 
where any person to the defrauding of creditors, or 
without full valuable consideration, obtains any real 
or personal estate of a deceased person or effects the 
release of any debt or liability, due to the deceased, 
he shall be charged as executor in his own wrong to 
the extent of sucli property or debt, after deducting 
any debt for valuable consideration and without 
fraud, due to him from the deceased person, or any 
payment made by him which might properly be 
made by a personal representative. 

The general rights of preference and retainer are 
confirmed and are extended in so far that the latter 
right will now be applicable to realty as well as 
personalty. Retainer can, moreover, only be exercised 
by the representative in his own right, and not by 
him in any other capacity, e.g., a trustee. 

Administration of Assets.—A very important 
provision is included in Part 8, affecting the 
procedure in connection with a deceased insolvent's 
estate. The administration will not now be taken 
in bankruptcy apparently, since sect. 130 of the 
Bankruptcy Act, 1914, is repealed. No alternative 
is given, so that doubtless action will be taken in 
Chancery where the personal representative invokes 
the aid of the Court. The assets are in all cases 
to be applied first in the payment of funeral, 
testamentary and administration expenses, after 
which the debts will be discharged according to 
bankruptcy rules. 

Where the estate is solvent, subject to the payment 
of the funeral, testamentary and administration 
expenses, the assets shall be applied in the order 
set out in the First Schedule, Part 2. Such a 
provision is necessary owing to the assimilation of 
the rules relating to real and personal property. 
The order prescribed may be varied by the terms 
of the will. 

Property, whether real or personal, charged with 
the payment of money, however created, will devolve 
subject to such charge. This is an extension of the 
provisions of Locke King’s Act, which only applied 
to realty. 

The assent of a personal representative to the 
conveyance of property is extended to cases of 
intestacy. Such assent must be in writing in, the case 
of conveyance of legal estates, signed by the personal 
representative, and operates to vest the estate in the 
beneficiary, and shall relate back to the date of death, 
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(December, 1925. 


STREATHAM TENANTS, LIMITED.— 


Inspector’s Report on the Accounts and Audit. 

The following are extracts from the report of the Inspector, 
Mr. John Fox, O.B.E., in regard to the accounts of Streatham 
Tenants, Limited, and the manner of their audit. The 
Inspector’s report as a whole is discussed in ‘‘ Professional 
Notes.” 


Tue Accounts oF THE Socrery. 

‘‘[ have already mentioned that no accounts were kept 
from October, 1923, when the society was registered, until 
April, 1925, when Mr. Davies, a member of the London 
Association of Accountants, was employed by Hewitt to 
write up the books and prepare accounts from such materials 
as were available. Consequently no financial statement was 
presented to the committee until May, 1925, nor to the 
members until June 23rd, 1925, and by this means Hewitt 
kept everyone concerned in complete ignorance of the uses 
to which the society’s moneys were being put. The position 
disclosed by the accounts to December 31st, 1924, when they 
had to be produced, at once led to the condition of the society 
being investigated. When the accounts had been prepared 
it became necessary to embody those to December 31st, 1924, 
in an annual return to the Registrar. The accounts were 
prepared by Mr. Davies from such material as was supplied 
to him by Hewitt and from information given to him by 
Hewitt, mostly in answer to questions which he raised. 
The annual return appears to have been compiled by 
Mr. N. F. Arvescough, who signed it as Public Auditor, 
merely by entering in it the balances of the accounts in the 
books prepared by Mr. Davies. Accompanying this report 
will be found a copy of the annual return and of the 
printed accounts.” 

Aovpir. 

‘‘As I have stated, the annual return is signed by 
Mr. N. F. Arvescough, a member of the London Association 
of Accountants, of 20, Bridge Street, Blyth, Northumberland, 
as auditor. Mr. Arvescough came upon the scene because 
Mr. Davies was not a Public Auditor appointed by the 
Treasury for the purposes of the Industrial and Provident 
Societies Acts, and was therefore not qualified to sign the 
return. Mr. Davies arranged with Hewitt to find a Public 
Auditor, and as he did not know of one he telephoned to 
the London Association of Accountants, who told him that 
a list of their members who were Public Auditors had 
appeared in their journal. He turned this up and found 
Arvescough’s name, and made arrangements with the latter 
to sign the annual return. In the minute book under date 
May Ist, 1925, there appears the following entry :— 


‘*The chairman read a letter that he had received 
from Mr. Ralph Davies, the auditor, with regard to the 
work of auditing the books of the society, and it was 
moved by Mr. Harper and seconded by Mr. Ireton, and 
unanimously resolved that Mr. Ralph Davies, Chartered 
Accountant (sic), of 58, Hammersmith Road, London, W.14, 
and Mr. N. F. Arvescough, Public Auditor, of 20, Bridge 
Street, Blyth, Northumberland, be, and they are hereby 
appointed, the auditors of the society, and that the 
remuneration payable to Mr. Ralph Davies be the sum 
of 26 guineas per quarter, no remuneration whatsoever 
being payable to Mr. Arvescough, his position to be 
an entirely honorary one. That the fee payable to 
Mr. Ralph Davies in respect of the fourteen months 
from the date of the formation of the society up till 
December 31st, 1924, be one year’s ordinary fee as 
set forth in the previous resolution.” 


On May 2nd, 1925, Mr. Davies sent to Mr. Arvescough 
the books, bank pass book, and list of members, but no 
vouchers, as he said that he had done the vouching himself. 


‘*T shall deal hereafter with various items which appeared 
in the accounts, and my remarks in regard to them will show 
that the audit was valueless, and that the safeguards imposed 
by the Industrial and Provident Societies Acts for the 
protection of the members were ignored. 


‘* Mr. Arvescough, in evidence, admitted that he had had 
no vouchers and had relied upon Mr. Davies having vouched 
all the items in the return which he signed. He stated that 
he would have asked for vouchers if he had had time, but 
that there was reason for haste because the society was being 
prosecuted by the Registrar for failure to render the annual 
return by the due date. I asked Mr. Arvescough how as a 
Public Auditor he could justify having signed the annual 
return certifying that he had examined it with the vouchers, 
when from his admissions he had in effect conducted no 
audit at all. He told me that he considered Mr. Davies was 
acting in the capacity of his assistant in the matter, and that 
he was, therefore, entitled to rely upon him. He considered 
that this would be recognised as proper in the accountants’ 
profession. 


‘*A professional accountant in the ordinary course of his 


+ business employs clerks to carry out the details of his work 


and takes responsibility for their work, but the clerks in 
such a case are employed by and are under the control of 
their principal. The circumstances with which I am dealing 
are entirely different. The two accountants in question had 
never heard of one another before, and Mr. Davies, who carried 
out the audit so far as it was done at all, was not in the 
employ of Mr. Arvescough. Onthecontrary,as Mr. Arvescough’s 
fee was paid by Mr. Davies and not by the society, 
Mr. Arvescough was in this matter in the employ of Mr. Davies, 
and I find that he was so employed in order to evade the 
provisions of the Industrial and Provident Societies Acts 
as to audit. 


‘« The fee for which a Public Auditor, under the conditions 
of his appointment, was bound to complete this audit was 
£3 3s. Od., and as Mr. Arvescough admitted that in effect 
he did no audit at all, but relying on the work of Mr. Davies 
merely signed the return, it might have been expected that he 
would receive less than the maximum fee. In his return to 
the Registrar of audits carried out during the year he certified 
that he received a fee of £3 3s. Od., whereas Mr. Davies in 
fact paid him a fee of £5 5s. Od. The only inference I can 
draw from these circumstances is that Mr. Arvescough was 
induced to become a party to an arrangement which he knew ~ 
to be improper by the offer of a fee which he knew to be 
considerably more than that to which he and Mr. Davies 
together were entitled. 


‘*In my opinion the arrangement made between these two 
accountants was highly improper, and would justify the 
exclusion of Mr. Arvescough’s name from future lists of 
Public Auditors. 


‘** The printed accounts which were issued to the members 
bore an unqualified certificate by both auditors, and the annual 
return was signed by Mr. Arvescough without qualification. 
Their suspicions should have been aroused, at least, by the 
entries in Hewitt’s private pass book, and in view of the 
many irregularities and the falsity. of various items in 
the accounts and annual return which were passed without 
comment, I can arrive-at no other conclusion than that these 
two auditors were guilty of the grossest neglect of their duties 
to the members they were supposed to represent.’’ 
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THE ASSOCIATION OF BRITISH 
CMAAMBERS OF COMMERCE. 
National and Local Expenditure and Economy. 


A deputation to the Chancellor of the Exchequer was 
received by Mr. Churchill on Thursday, November, 19th. 


-Those present were: Mr. Stanley Machin, J.P. (President of 


the Association); Mr. Gilbert C. Vyle (Deputy President of 
the Association); The Right Hon. Lord Southwark (Vice- 
President of the Association); Sir Algernon F. Firth, Bart. 
(Ex-President of the Association); Sir Arthur Shirley Benn, 
K.B.E., M.P. (Ex-President of the Association); Sir James 
Martin, J.P. (President, London Chamber of Commerce and 
Hon. Treasurer of the Association); Mr. Walter Raine, M.P. 
(Sunderland) (Hon. Secretary of the Association); Mr. D. D. 
Reid, M.P. (Belfast) (Hon. Secretary of the Association) ; 
Mr. J. Sandeman Allen, M.P. (Chairman of Council, Liverpool 
Chamber); Mr. R. L. Barclay, C.B.E. (Chairman of Council, 
London Chamber); Mr. F. W. Cook, J.P. (Dudley Chamber) ; 
Sir Stephen Demetriadi, K.B.E. (Deputy Chairman of the 
London Chamber); Sir Frederick Gardiner, K.B.E., LL.D. 
(Ex-President, Glasgow Chamber); Mr. Oscar S. Hall, 0.B.E., 
J.P. (Bury Chamber); Mr. A. T. Handley (Portsmouth) ; 
Mr. W. L. Holland, J.P. (Preston Chamber); Sir Francis 
Joseph, C.B.E. (President, North Staffs. Chamber); Mr. H. E. 
Parkes, M.A. (President, Birmingham Chamber); Mr. H. 
Parsons, J.P. (Ex-President, Southampton Chamber); Mr. 
Fred Platt, J.P. (Oldham Chamber); Mr. R. J. Plummer 
(Barnsley Chamber); Mr. Herbert Shaw, D.L. (Newcastle-on- 
Tyne Chamber); Mr. W. J. Talbot (Walsall Chamber); Mr. 
J. H. Toulmin (Preston Chamber); Mr. J. C. Ward (President, 
Sheffield Chamber); Mr. H. James Yates (Birmingham 
Chamber); Mr. R. B. Dunwoody, C.B.E. (Secretary to the 
Association). 


Mr. Stantey Macuty: Mr. Churchill, we are obliged to you 


- for seeing us here this morning. This deputation represents 


over 100 Chambers of Commerce in this country with a 
membership of close upon 50,000. It is the outcome of a 
resolution unanimously adopted at a recent general meeting 
of representatives of those Chambers when we, the Council 
of the Association, were asked to inform His Majesty’s 
Government that those who are engaged in carrying on the 
commerce of the country view with great apprehension the 
high expenditure now being incurred by the Nation and by 
municipalities, that they consider the evil effects of this high 
expenditure on industry and commerce and on the national 
character should be realised and made widely known. That 
they view with alarm the failure of successive Ministries to 
effect an adequate reduction in public expenditure, and the 
neglect of the great spending departments of the State and 
iocal authorities to meet the changed condition resulting from 
the war. We donot come to attack the Government. We wish 
to support you in your efforts to reduce national expenditure, 
but we feel it is essential at this juncture, in the interests of 
the trade of the country and of the nation generally, to press 
upon your attention some aspects of the position in the hope 
that our views may assist you and your officials in devising 
means whereby economies can be secured nationally and 
locally for the benefit of the nation. We feel that an annual 
Budget of £800,000,000 is more than the country can bear, 
especially during a period when we are striving to recover our 
trade position. We recognise that the interest on the National 
Debt, the pensions due to all who defended the country during 


the war, and the cust of the various services vital to the life 
of the nation, must be borne by the nation, but apart from 
these charges we feel that further economies must and should 
be secured in many other branches of administration so as to 
enable the country to recover. In submitting this opinion 
to you to-day we are strengthened by views expressed on 
Monday last by Lord Bradbury, a former secretary of your 
Department, who has special means of knowing the nation's 
requirements and the possibilities of reducing expenditure. 
He said ‘‘ National economy, the reduction of services, the 
diminution possibly of efficient and very desirable services, 
was economically absolutely essential. . . .’’ And in 
speaking of further commitments he said he was ‘‘ afraid we 
might not be quite as wealthy as we used to be, and we should 
look after, first of all, the interests of our own people. That 
we should be chary of entering into new bargains until we 
knew precisely where we were.’’ With these views of Lord 
Bradbury's this deputation is in complete accord. We were 
much concerned to read ina recent pronouncement of your 
own that you contemplated the possibility of re-imposing the 
amount which you took off the income tax last year. We say 
now with complete unanimity that any such step will have 
a very serious effect on the recovery of the industrial and 
commercial interests of the country. The nation must of 
course pay its way, but we strongly urge that any deficiency 
that might occur in the national revenue should be made good 
by drastic economies. We desire to draw your attention to the 
great increase in the expenditure by local authorities, which 
has risen from some £40,000,000 before the war to some 
£160,000,000 per annum at the present time. This has added 
to the difficulties of manufacturers, for rates have to be paid 
and are a charge upon industry, whether profits are made or 
not. I have recently issued a strong appeal to every Chamber 
of Commerce in the United Kingdom to use their best 
endeavours to secure economy in local administration, but 
the reply I have received from many quarters is that a 
considerable portion of this large increase is due to the 
constant and ever increasing requirements of Government 
Departments upon local authorities, and we believe that the 
time has come to call a halt in any further impositions of 
this kind upon local authorities. They are hindering trade 
recovery. In coming to you to-day, as business men, 
representing as we do a very large part of the trade and 
commerce of the country, you will rightly expect from us 
suggestions as to how you can bring about reductions in 
national and local expenditure, so far as local expenditure 
is affected by the demands of the State. I have already 
touched on one or two, but I would like to go further and 
make this suggestion. 


GoveRNMENT AccouNTS. 

The accounts of the great Government Departments, such 
as the Ministry of Health, the Ministry of Labour, Office of 
Public Works, Ministry of Agriculture, are, as presented to 
Parliament, entirely non-significant. They do not show the 
cost of any of their activities, and are such that no effective 
criticisms can be made of activities which cost too much, nor 
do they reflect the kind of activity which is, or is not, essential 
to the efficient administration of the country. We draw your 
attention to the report of the Select Committee on National 
Expenditure appointed by the House of Commons on 
February 19th, 1918, which drew attention to the non- 
significant accounts of these Departments which were useless 
for any other purpose than verification. Among the proposals 
of that Committee will be found the following :— 


1.—The estimates and accounts should be grouped 
both in their general scope and in their details to show 
the objects rather than subjects of expenditure. 
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2.—That so far as possible there should be one 
comprehensive series of accounts only for each service of 
the State, and that practice which has grown up under 
the existing imperfect system of cash appropriation under 
items which convey no significance—of supplementing 
what has been called the dissected cash book with 
subsidiary accounts and by statements in reports which 
profess to be accounts—should be discontinued. 


Tue AssISTANCE OF THE ACCOUNTANCY PROFESSION. 


The form of accounts recommended by the Select Committee 
of 1918 has been set up in the Army, and enables effective 
criticism, and much greater financial control by its intelligent 
use. To take one example—stocks on hand at March 31st, 
1924, amounting to £103,000,000. To business men this 
would lead at once to an inquiry and a direction to their 
subordinates whether they could not in due time reduce all 
their stock by 10 per cent. without damaging the efficiency 
of the business. This would lead to a substantial reduction 
in the Army estimates. The hundred and one other intelligent 
questions which can be asked on the new accounts of the 
Army are indicative of other similar questions which could be 
asked of other Government Departments if the accounts of 
these Departments were treated upon the same principle. We 
recognise that the initiation of proper accounts and proper 
balance-sheets of the activities of all Departments will cost 
money, but once the change has been brought about it should 
result in great economies. The profession of accountancy is 
to-day of prime assistance to the commercial world. It can 
be of prime assistance to His Majesty’s Government. We 
therefore suggest to you consultations with experienced 
members of the profession with a view to placing Governmental 
accounts upon more significant lines which shall produce in 
their finality that most important of all accounts, the balance- 
sheet. We recognise the integrity and devotion of civil 
servants and public officials and the great services they render 
to the nation, but there are limitations to the burden which 
can be placed upon them, and the responsibility for the 
origination of scientific accounts should rest elsewhere. We 
are confident that the production of such accounts and the 
rational use of them would produce far-reaching economies in 
all the great spending departments of the State. Finally, we 
believe that further reductions in the staffs of Government 
Departments can be made. We think, too, that the cost of 
the Board of Education is too high in comparison with that 
incurred in other countries. The cost of education in France 
is about one-third of the public expenditure on education in 
this country, and it is a subject for consideration whether we 
are getting value for our money. I will not enter this morning 
into any comparisons of the burdens of taxation which those 
who carry on the trade and commerce of this country on 
which you are dependent for the national income have to bear 
in comparison with industrialists in other countries. The 
facts must be known to you. They will demonstrate to you 
the great handicap which every industry in this country 
labours under in its fight in every market of the world. A 
growing trade, especially a growing export trade, is the 
greatest boon this country can obtain. It will not only 
relieve unemployment and distress, it will ease the burdens on 
us all and it will help to fill your coffers. It cannot be secured 
under the existing rate of our national and local expenditure, 
and in order that it shall be secured we urge you to-day, 
whatever the cost, to curtail every item of expenditure which 
is not essential for the life of the nation. When we have 
recovered we shall be the first to support you in any measures 


_ which may be necessary for the social well-being of the people, 


but until that time comes we submit the country should not 
spend more than it can afford, for by doing so you will in the 


end kill all enterprise upon which the employment of our 
people and the well-being of the nation depends. « 


Sir James Martin dealt with the adverse effect of continued 
high taxation on commerce and industry, especially in regard 
to income tax. He assented as a matter of necessity to the 
reductions in the Naval forces recommended by the Admiralty, 
but asked that the civil personnel should be reduced at the 
same time as the fighting force. He referred to Maijor- 
General Sir Frederick Sykes’ article on ‘‘Air Power and 
Policy,’ and drew attention to his statement that for every 
machine employed in air units the Air Ministry maintains 
50 employees, and he asked the Chancellor to have this point 
looked into. In regard to local expenditure, Sir James Martin 
said that Parliament was constantly placing new duties upon 
local authorities and leaving them to meet the expenses of 
carrying them out. He referred to the several questions of 
inspection and control of traders which were being pressed 
upon the Board of Trade, and said he was informed that if 
Parliamentary sanction were given and traders (whose 
reputations for honesty were seldom impaired by direct 
evidence) were to be subjected to new forms of control, the 
cost would amount to many hundreds of thousands of pounds, 
which the public would have to meet in increased prices. He 
submitted to the Chancellor of the Exchequer that at times 
like the present every new form of expenditure should be 
rigidly examined and rejected by the Government unless 
some great public good was to result therefrom. 


Sir ALteeRNoN Fiat, Sir Freperick GarprIner and Sir 
Francis Josepy also addressed the Chancellor. 


Mr. Churchill’s Reply. 


The. Right Hon. Wryston’ 8S. Cuurcumt, M.P., 
Chancellor of the Exchequer, in reply, said: Gentlemen, 
the very interesting speeches which you have made have 
covered a wide area and opened up a large number of far- 
reaching questions, and it would be quite impossible for me 
to deal with issues so varied and so vast in any remarks 
which I can now make. I could, of course, speak at length 
on many of the points, but I am sure I could not touch upon 
them in the time available in any way which would be’ 
satisfactory to them or to you, and therefore I will direct 
myself to the main issue to which all your speeches have 
been directed, namely, the importance of public economy. 
Here let me say that I am very much obliged to you for 
coming to see me, and I welcome the support which your 
body gives to the cause of national economy. I wish, however, 
that these excellent speeches which you have made could 
have a wider audience than that of the Chancellor of the - 
Exchequer. It is a delusion to suppose and an injustice to 
assert that the Chancellor of the Exchequer is responsible for 
the expenditure of the country, or that the Budget makes the 
expenditure of the country. The expenditure of the country 
makes the Budget, and it is the duty of the Chancellor of 
the Exchequer to meet the approved expenditure of the 
country. For that expenditure he takes his share of 
ministerial responsibility, but, of course, it is the duty of 
the Chancellor of the Exchequer to resist continually, by ~ 
every means in his power and by all the influence he can 
command, extravagance in any form, and to endeavour to 
enforce economy in the various Departments of State, and 
that is what Iam occupied in doing from morning till night. 
All the points and many others similar to them, which you 
have raised, are carefully marshalled by the Treasury, and 
we subject the estimates of every Department to as strict a 
scrutiny as is in our power, and endeavour, when new projects 
of expenditure are put forward, to show all the reasons 
against those projects, both on their merits and also in relation 


i. ee ee 
a | 
| 
PC 
4 Pl 
a | 
4 
4 
#4 
i 
q 
| 
i 
q 
| 


Decemser, 1925.) 


THE INCORPORATED ACCOUNTANTS’ JOURNAL. 95 


to the general state of the national finances. We have, of 
course, a considerable measure of success, but when we 
succeed nothing is known about the long controversies we 
have waged. It is only when we fail that some new service 
makes its appearance with additional cost to the public. In 
this present case I have not been left to fight the battle of 
economy alone, as has happened at different periods with 
other Governments of every political complexion. This has 
not been a case of the spending departments being ranged 
against the Chancellor of the Exchequer. On the contrary, 
the Cabinet is. deeply impressed with the need to curb 
expenditure. The Cabinet Committee is at work constantly, 
presided over by the Prime Minister himself, and the 
countenance which the Chaneellor of the Exchequer received 
from the head of the Government and from the Ministers 
who are on that Committee is the only means by which the 
Treasury can hope to achieve even a partially satisfactory 
result. The gravest problem of expenditure is the tendency 
to automatic growth which arises from decisions which have 
been taken in the past, and which in many cases have 
received legislative sanction, and, coupled with that, the 
desire to make improvements. I need hardly tell you thata 
period of three General Elections in three years, when 
members of every party have been fighting for the goodwill 
of the electorate, and when organised bodies have extracted 
pledges of all kinds from men who were anxious to win their 
seats—such a period has been fraught with the gravest injury 
to frugal national housekeeping. I would not be surprised 
if the three General Elections which have taken place, in 
their repercussion upon the expenditure of the country, had 
cost us 25 or 30 millions a year of expenditure to which we 
are now committed. I need not particularise, but there is 
a steady automatic increase amounting to millions a year 
which has to be met before even the existing position is 
held, and this increase can only be prevented by the 
repudiation by the State of definite contractual obligations 
into which it has entered, or by other economies. The 
non-contributory scheme of old age pensions, which was 
started fifteen years ago, is increasing in cost every year 
from the fact that we are now getting into a period 
70 years after the large expansion of population which 
characterised ‘the mid-Victorian era took place. We have 
been led by policy to embark on certain forms of new 
expenditure—for instance, cultivation of the beet sugar 
industry in this country—which I believe will one of these 
days be found to return a rich reward, but which in its 
initial stages imposes a growing charge upon the Exchequer. 

It is, of course, idle to compare expenditure before the war 
with expenditure after the war unless a fair allowance is made 
for the difference in the purchasing power of money. The whole 
of our accounts, both revenue and expenditure, are denoted now 
by figures which are, on paper, much larger than the figures 
were before the war, but the relation of those functions to one 
another has not been so greatly altered as the figures would 
suggest. Every organised interest which is concerned in 
expenditure, or in social causes which involve expenditure, 
and a great many worthy institutions which depend upon 
public expenditure, are all marshalled to resist any inroad 
upon what they regard as the rightful scale of activity. 
Wherever I turn to secure economy, I find organised, loud, 
fierce outcries. The only assistance which I get is from my 
colleagues of the Cabinet, and from the able civil servants in 
the different Departments, without whose assistance.affairs 
would be in the greatest confusion. But outside you will find 
organised opposition to any schemes of reduction, and indeed 


. organised demands for further expansion. These demands 


come from all parties. They do not all demand the same 
thing, but taking the House of Commons as a whole, while 


any resolution in regard to economy would be vehemently 
applauded and supported, the particular acts which you take . 
in pursuance of such a general policy would all encounter very 
serious opposition. Even the great newspapers who are 
engaged in supporting the cause of economy, and I welcome 
their doing so, just as I welcome everything you have said 
to-day, they each have their pet expenditure. One set of 
newspapers, while appealing for economy, would say ‘“* Hands 
off the Navy.’’ Another set will say ‘‘ Hands off Education,’’ 
another set will say ‘‘ Hands off the Road Fund,” or whatever 
it may be. I do not care where you turn you will find 


-organised effective resistance of a very strong character to any 


attempt to set back the rate of expenditure or even to keep it 
constant: I do not shrink from those encounters. I welcome 
your arrival here to-day, and I know the Prime Minister 
would wish me to welcome it, because it indicates the growth 
of an organised public opinion in the country, which will 
eventually become strong enough, and must become strong 
enough, to force all sectional interests, however worthy and 
legitimate they may be in themselves, to fall into their proper 
place in the economy of the national finance. Take the 
question of the Road Fund: here is a fund which is now 
providing seventeen millions a year for our roads, and it may 
conceivably, in a few years, provide a sum of twenty-five 
millions. I am all for developing our roads, especially our 
rural roads, which have suffered very much from new and 
heavy traffic, but there must be some limit to that expenditure. 


‘(Hear, hear.) It must be brought into some relation. We 


must be able to consider whether we can afford a splendid 
road in this direction, or whether we can afford some other 
alternative expenditure, or whether we are prepared to impoce 
fresh taxation on the over-burdened community as a means of 
providing additional revenue. Everything has to be balanced 
against everything else. The Government have not come to 
final decision on that particular point as yet, but I strongly 
urge that there must be no branch of national expenditure 
which we are to be told is sacrosanct and must not even be 
examined from the point of view of the general interest of the 
country. (Hear, hear.) I have never seen the problem of 
expenditure grappled with more effectually than in 1922 and 
in the present year. In 1921-22, as you know, the Geddes’ 
Committee overhauled the whole of our expenditure and, with 
a great weight of public opinion behind it, effected most 
important reductions, in fact in one year one hundred millions 
was saved, an achievement never paralleled in time of peace 
in any country in the world, but the field in which we toil 
now is not covered with the luxuriant crop which grew there 
in the pre-Geddes’ period. 

We are only dealing with expenditure which escaped that 
vigilant and brutal—healthily brutal—examination. Still, 
we are well ahead with our work. Whereas last year I did 
not get the estimates into this Department in any effectual 
form, owing to the election, until about a month before they 
had to be presented to Parliament, we have been now already 
for many weeks past in detailed examination of all the 
proposals of the Departments, not only the military depart- 
ments but the civil departments as well. I entirely agree that 
it would be intolerable that any one Department, or any one 
service, like the Navy, should be selected alone for public 
economy and the whole of the rest of our enormous 
expenditure left intact. We are well ahead with our work 
over the whole field. The Cabinet Committee on Economy 
has surveyed the main scope of the civil expenditure, and 
Lord Colwyn’s Committee is working simultaneously over the 
field of the three fighting Services, and { am sure we shall 
achieve important results. Whether they will be sufficient 
is another question, but that they will be important and 
substantial is certain. (Hear, hear.) With regard to the 
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question of the size of the staffs of Government Departments, 
they must undergo strict overhaul, and I cannot believe that it 
is not possible to effect a certain reduction in numbers. 
(Hear, hear.) There is no evidence, however, to show that 
the work done per head is less than the work done pre-war. 
The Alan Anderson Committee, to which you have referred, 
was very clear upon that point. Everything has become 
enormously more complicated. Many more new subjects 
have sprung into existence, many new branches. Every 
defence force, every civil department has new branches, all 
of which play, or most of which play, an important part, and 
the task of checking increases and still more of reducing 
scales is one of the greatest difficulty and a matter of 
enormous detail. We are persevering over the whole field 
in that effort. I agree with you that few things could be 


_ more unfortunate than the reimposition of taxation next 


year, and I need scarcely say that whatever strength I 
possess and whatever ingenuity my advisers may possess 


_ will be directed to avoiding such a most melancholy and 


untoward event which might easily chill the revival of which 
perhaps there are some appreciable, I will not say signs, 
but hopes at the present time. (Hear, hear.) I should 
regard that as a most melancholy conclusion, but I felt 
bound te refer to the possibility in order to marshal in 
the strongest possible way public opinion. Let them realise 
while time remains that either sacrifices have to be made 
in cherished projects, that reduction has to be made in 
expenditure which has behind it the sympathy of powerful 
interests, or the taxpayer will be invited to undertake new 
burdens. Was I not right, as Chancellor of the Exchequer, 
when that situation is clearly disclosed, to put it before 
the nation at large as a possibility which must be taken 
into account? (Hear, hear.) I am not going to be optimistic 
at all about the struggle to curtail expenditure which is 
proceeding actively on many fronts at the same time, but 
I certainly do not despair, with the support of public 
opinion, with the support of bodies like those you represent 
here, with the support, above all, which I receive from the 
Cabinet and from the Prime Minister and from the skilled civil 
servants who obey with great fidelity the instructions which 
they receive from their official chiefs—I do not despair 
that we shall make our way through our difficulties, great 
though they be. Do not, however, suppose that it would 
be possible at the present time to repeat the immense 
reduction which the Geddes Committee were able to achieve. 
If you take from your expenditure the expenditure on the 
Debt, which in itself absorbs the whole of the income tax 
and super tax, and the old age pensions and other contractual 
liabilities of the State, if you deduct what everyone would 
admit to be a reasonable minimum of defensive services 
which are essential to our national security, if you deduct 
all those three great blocks, you will see that the sphere 
in which economies can be effected is a comparatively 
limited one. I shall do my best, and your visit to me 
this morning will encourage me and spur me on to do my 
best, and I hope that the effect of the movement which you 
represent will be to facilitate the task of reducing the 
national expenditure. I do not think I have held out undue 
hopes, but neither do I wish in any way to cast shadows 
of despondency and alarm. We have a very difficult, 
tiresome, endless wrangle before us over the national accounts. 
We are in the midst of it, but with patience, perseverance 
and determination, and readiness to incur unpopularity, and 
readiness to face a storm of abuse from those who do not 
think of the whole situation but only of their particular 


‘standpoint, in that spirit I hope we may be able to justify 


fully to Parliament the coarse which we shall recommend 
them to adopt. 


Incorporated Accountants’ Masonic Rodge. 


The installation meeting of the In ted Accountants’ 
Lodge, No. 4255, was held at the Hotel Cecil, London, on 
Tuesday, November 3rd. The retiring Master, Mr. F. E. 
Clements, presided at the opening of the Lodge and conducted 
the installation ceremony. The new Master, Mr. Marmaduke 
Widdowson, invested his officers as follows: Mr. F. E. 
Clements, I.P.M.; Mr. Henry Morgan, Senior Warden; Mr. 
J. Robinson, Junior Warden ; Mr. W. H. Payne, Treasurer ; 
Mr. H. T. Gore Gardiner, Secretary; Mr. R. A. Witty, 
Director of Ceremonies; Mr. J. C. Fay, Senior Deacon; Mr. 
W. C. Chaffey, Junior Deacon ; Mr. E. G. Bourne, Assistant 
Director of Ceremonies; Mr. H. J. Burgess, Almoner; Mr. 
A. V. Huson, Organist; Mr. A. Anderson, Inner Guard; Mr. 
O. Stallwood, Steward; Mr. R. Ashworth, Steward; Mr. 
G. Lunt, Tyler. 

Mr. F. Ogden Whiteley, D.P.G.R., Yorks, and Mr. P. 
Alexander, who were absent, were appointed Chaplain and 
Steward respectively. 

The Master presented the I.P.M. with a beautiful P.M. 
Jewel and thanked him for his services to the Lodge during 
the past year. 

At the subsequent banquet there was a large gathering of 
members and visitors. The Master proposed the loyal and 
masonic toasts, that of the Grand Officers being responded to 
by Sir James Martin, P.G.D., and Mr. M. J. Faulks, M.A., 
P.A.G.D.C., P.P.G.W., Essex, and P.P.G.R., Bucks. The 
toast of the Worshipful Master was submitted by Mr. F. E. 
Clements and cordially honoured. The Master then gave the 
toast of the Immediate Past Master. The toast of the 
Visitors was proposed by Mr. James Robinson, and responded 
to by Sir Harold Moore, P.M., Guildhall Lodge, No. 3578, 
Mr. J. L. Cartwright, L.R., of the Cordwainers Ward Lodge, 
No. 2241 and Mr. W. Searls, of St. Mary’s Lodge, No. 63. 
The officers of the Lodge were honoured on the call of the 
Master, and Mr. Robert Ashworth responded. 

An excellent programme of music was arranged, the 
artistes being Miss Vera Siddons, Mr. John Chandler, Mr. 
Charles Hayes and Mr. Sidney Jerome. 


Obituary. 


THOMAS FORSTER. 


We regret to announce the death of Mr. Thomas Forster, 
who had been an Associate of the Society since January, 1907. 
He was a partner in the firm of Forster & Craven, Manchester, 
and at one time occupied the office of Treasurer to the 
Manchester and District Society of Incorporated Accountants. 
Mr. Forster had been in failing health for some time, and a 
cruise to the Mediterranean failed to effect any permanent 
benefit. 

HENRY SMITH. 


The death was recently announced after a short illness of 
Mr. Henry Smith, F.C.A., partner in the firm of Messrs. 
Edward Judson Mills & Co., Incorporated Accountants, 110, 
Cheapside, London. Mr. Smith was 55 years of » and 
was admitted a Fellow of the Institute in 1919. “He was 
much interested in the work and finance of hospitals. 


JOHN WILLIAM WOODTHORPE. 


By the death of Mr. John William Woodthorpe, of the 
firm of Messrs. Woodthorpe, Bevan & Co., Chartered 
Accountants, London, the Institute has lost a prominent 
member who was also very popular throughout the profession. 
Mr. Woodthorpe was an original Associate of the Institute, 
and became a Fellow in 1891. He was elected to the Council 
in 1899 and served the office of President in 1919-20. A 

rominent Freemason, a member of the Court of the 

orshipful Company of Turners, and the holder of other 
public positions, he had a high sense of duty as a citizen in 
conjunction with a broad interest in the welfare of his 
profession. 
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Motts, Leicester. Berby and Lincoln District 
Society of Incorporated Accountants. 


ANNUAL DINNER. 
The annual dinner of this society was held at the 
Exchange, Nottingham, on November 13th. A.perman E. 


from universal. Mr. J. H. Thomas, M.P., ata dinner which he 


attended the other night, said that neither capital nor labour 
could claim a monopoly of vice on the one hand, or virtue on 
the other, and that therefore an effort could be made to get 
things right on even ground straightaway. , 

Some of them might have been following the correspondence 
in The Times and other papers on the new spirit in industry. 


_ That correspondence arose from a letter in which the President: 


Hartow, J.P., President of the local Society, occupied the | of the Federation of British Industries, who had just returned 
chair, and was supported by the Mayor of Nottingham from the United States, called attention to a very disquieting 


(Alderman C. Foulds), the Sheriff (Mr. 8. G. Ward), the 


| fact. 


Americans, he said, had got an impression that Great 


Mayor of Derby (Mr. 8. Collis), Mr. G. Stanhope Pitt | Britain was in a very bad economie state, that thete was a bad 


(President of the Society), Sir Harold Bowden, Bart., the 
Town Clerk of Nottingham (Mr. W. J. Board), Mr. R. B. 
Baggaley (President of the Nottingham Chartered Accountants’ 
Society), Mr. J. W. Hind (President of the Nottingham Law 
Society), the Official Receiver (Mr. L. West), Mr. A. A. 
Garrett (Secretary of the Parent Society), and Mr. F. A. Prior 
(Hon. Secretary of the District Society). 

Sir Harnotp Bownes, in proposing the toast of the evening, 
that of ‘‘The Society of Incorporated Accountants and 
Auditors,’ said he had read with great interest the details in 
regard to their Society. They must have attained a very high 
position indeed amongst the various organisations of their 
profession. He noticed also that they had been in existence for 
40 years, and in that time must have done a great deal of useful 
work, but it was nothing to what they had in front of them in 
the near future. The responsibilities which they assumed 
to-day, compared with those of the past, were something 
enormous. 

Homan Vauve m Costine.” 

By experience he found that accountancy was concerned 
with something more than really “cooking’’ or the dishing 
up of accounts. (Laughter.) He began to realise that 
accountants could give him wrinkles as to how to run his 
business, or at any rate an indication as to whether he was 
going right or wrong. The reverent awe with which he once 
regarded that mysterious term ‘‘ on cost ’’ changed to respect 
and deep affection when he came to closer quarters with it. 
It was an all important item which, handled correctly on the 
one hand spelled success for 2 business, but on the other 
hand might spell disaster. The war had taught people many 
things they did not know before, and one of the lessons it 
taught business men was the value of costing methods. It 
was in the region of costing that accountancy seemed to 
him to touch upon all of the biggest problems with which 
business men had to deal. Before such a gathering as that 
he was rather shy of speaking on financial matters, but as he 
understood costing it represented a scientific attempt to assess 
in figures all the values that affected the cost of production, 
among them the human value. He did not think the human 
value was generally realised. It was the assessment of 
human value that constituted the most difficult problem 
industry had to face to-day. In almost every industrial 
dispute the point at issue was only a decimal point— whether 
the industry could, or could not, afford to allocate to labour 
a larger percentage of the price received for its products. 
To that question an impartial accountant could give a 
scientifically accurate answer, and it was quite possible that a 
day would come, sooner or later, when wages problems would 
be settled without friction by gentlemen of their profession. 
He only hoped it would be so because many difficulties thereby 
would have been solved at the very outset. Before that day 
dawned there must be secured—as between employers and 
employed—a measure of goodwill, confidence and trust, 
which certainly existed in some industries—he believed he 
might claim that it existed, to a great extent, in the industry 
with which he was connected—but which, unhappily, was far 


spirit abroad amongst the workers, that her costs were too 
high, &c. If that was so it must have a very serious effect 
upon this country from the industrial point of view in regard 
to business with the United States and America generally, 
He was afraid there was really some justification for that 
impression, and was quite sure that if that revival of trade, 
which was becoming visible over the horizon, was to be 
secured it would be necessary to foster that new spirit in 
industry for which Col. Willey pleaded. It was because he 
believed not only in the need of a new temper in industry, but 
because he was optimistic enough to think that such change 
of spirit could be brought about, that he had suggested a 
Christmas conference at some spot remote from the wear and 
tear of industrial life, to go into the question dispassionately 
and see if a Locarno pact for industry could not also be 
brought about. The difficulties were enormous, and everyone 
realised they were so enormous that the thing seemed 
almost impossible. There was no such thing, however, as 
impossibility. He was a confirmed optimist and absolutely 
refused to have his line of vision obscured by the fogs and 
vapours of pessimism. Rather, he preferred to believe an 
optimist was a man who saw an opportunity in every difficulty, 
and a pessimist one who saw a difficulty in every opportunity. 
When the time came, as he hoped it would, when suspicion, 
fear, and distrust had been swept away from the daily 
relations of employers and employed, then he believed that 
they who represented the great profession of accountancy 
would play a greater part, not only in promoting the efficiency 
of industries, but in furthering the prosperity of every man 
and woman concerned. 


Tue Accountant as Economist. 

Mr. G. Srannore Prrr, in responding, said it was very 
gratifying indeed to their Society that the toast should have 
been proposed by one of the leaders of industry. Sound 
finance lay at the root of commercial success, and the country 
had the finest financial system in the world and the most 
experienced bankers; if the commercial position at present 
was extremely formidable, the best men to solve the problems 
were at hand. With regard to their Society, it had been 
established just over 40 years. They had a membership 
of about 4,500, and a very large number of earnest 
students, coupled with a world-wide organisation. If their 
ambitions had been more than realised, it was certainly true 
to say that their ideals remained with them; their ideals 
of service to their clients, of professional conduct, 
and of professional education. They had _ recently 
added the important subject of economics, thanks to the 
loyalty and enthusiasm of Sir Josiah Stamp, who had been 
examining their students notwithstanding the fact that he 
was one of the busiest men in the country. With regard to 
trade, he was reminded a little while ago that when one was 
down in the mouth it was sometimes helpful to think of 
Jonah, who got out all right. Happily, it was a fact that 
the position to-day, he believed, was much better than it had 
been for many years past. There was a heavy cotton crop 
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in Egypt, India, and the United States of America, a splendid 
wheat harvest, and an equally remarkable linseed harvest 
both in South America and India. Such factors must be 
of immense importance. To mention only one thing, those 
vast crops had to be moved, so that the shipping industry 
must benefit. Altogether, there was good reason to look 
forward with increased confidence at the present time. 
The proposer of the toast had referred to a Locarno 
conference as between capital and labour, and he (the 
speaker) thought that the gratitude of every man and woman 
in the country was due to Sir Harold Bowden for the thought 
of it. He hoped the idea would be pursued. Furthermore, 
he rather fancied that when so called capital and labour got 
into close contact they would discover there was no real 
antagonism or competition between the two. The real com- 
petition in his opinion existed as between the British working 
man and the foreign working man. He regretted that 
incessant friction should exist as between capital and 
labour, and that one should regard the other as a natural 
antagonist. The whole of industry was going through a 
process of re organisation, and they had to advise in finance, 
standardisation, statistics, and above all in costing. He 
believed collaboration was necessary between the economist 
and accountant, and in that respect was extremely hopeful 
because of the interest in their Society of one of the leading 
economists in England. For that purpose standardisation 
would undoubtedly have to be pursued more closely than at 
present. Standardisation existed in railway, water, gas, 
electricity, and hospital accounts, and he looked forward to 
the day when it would be an accomplished fact in trade as a 
whole. Without standardisation the economist could never 
arrive at satisfactory results. He (the economist) started at 
an enormous disadvantage and could not serve them in the 
way they hoped for until standardisation in accounts and 
records had made further progress. Great as had been their 
advance he looked forward with every confidence to still 
greater advance and success during the next 40 years. 


Rates AND THE Part Tuey Puay. 

Mr. Srantey Buyruen, F.S.A.A., F.C.A., of Nottingham, 
proposed the toast of ‘‘The Municipalities of Nottingham, 
Derby and Leicester,” remarking that it was a privilege to 
entertain the embodiment of those great corporations. It was 
a great honour for any man to become the chief magistrate 
of his own city, and the Society wished to tender their very 
sincere congratulations to those gentlemen who had attained 
the highest office that could be conferred upon them by their 
fellow citizens. The problems that had had to be faced since the 
war had been very difficult and large, and there had been grave 
matters of contention, difficult questions of finance, and social 
difficulties which previously were not present. One should 
feel greatly indebted to those who were prepared to give of 
their time and energy to the general service of the community, 
and he would like to say on behalf of the Society that they 
much admired those men and women, and were proud of the 
cities which had been specially referred to in the toast. 
Furthermore, they hoped to continue to enjoy the privilege 
of having with them on such occasions the Mayors of the 
municipalities from which the members of their Society were 
drawn. 


The Mayor or Notrinenay, in replying, said that that was 
the first time he had responded to the toast, as he had only 
been Mayor for four days. It was originally intended that his 
own son should become an Incorporated Accountant, but almost 
immediately after he began work in an accountant’s office the 
war broke out, he went up for service, was badly wounded, 
necessitating outdoor employment, and had never been able to 
resume his studies since. Sir Harold Bowden had madea 


reference to costing. In the costing of any commodity, or any 
business, the rates of the city with which the business was 
concerned must be a very important consideration, and therefore 
it was the duty of every city to see that its rates were kept within 
reasonable bounds. There were sometimes complaints in 
Nottingham that they were too high, but the criticism was not 
very severe. Every effort was being made to keep the charges 
down, but when the Corporation were trying to do their best 
for the city to provide open spaces—Wollaton Hall, with 
800 acres of ground, had just been purchased—no one could 
expect to get such advantages, to say nothing of the Trent 
navigation scheme and the new electricity undertaking, 
without increasing to some extent the cost of rating. The 
provision of all the big schemes he had mentioned, and others 
beside, had only spelled an addition to the debt of £1,800,000. 
That was a matter of congratulation and satisfaction to every 
member of the Corporation. 
The Mayor or Dersy also replied. 


Trieute To Sir James Martin. 

The CHarrman proposed the toast of ‘‘ Our Guests,” and in 
doing so warmly congratulated Sir Harold Bowden upon his 
suggestion for securing peace in industry. 

Mr. R. B. Baeoatzy, F.C.A., replying, paid a eulogistic 
reference to the attainment by the Society of its fortieth 
birthday, and said he noticed that Sir James Martin, in 
addition to being one of their past Presidents, occupied the 
responsible position of President of the London Chamber 
of Commerce. All, he thought, would agree with him when 
he stated that the accountancy profession owed a deep 
debt of gratitude to Sir James for all that he had done 
on their behalf, and for his untiring labour over a long 
period of years. In returning thanks on behalf of the guests 
for the very kind way in which the toast had been proposed 
and received, he would like to close with the words used 
by Lord Askwith when he was addressing their Society 
recently. His Lordship, after remarking that a harvest was 
the result of reaping more than was sown, went on to say 
‘* You sow an act and reap a habit, you sow a habit and 
reap a character, and you sow a character and reap a 
destiny.’’ Their Society had sown a character and would 
reap a destiny. 

The Town Cxrerk also responded. He said that the 
financial operations of a city like Nottingham were of 
great magnitude, and the work of raising the capital 
necessary to carry on from time to time was a matter of 
great importance. As showing how well the name of 
Nottingham stood in the country, he could say that they 
never had the least anxiety as to where the capital was 
coming from. Whatever it was they required he was 
thankful to be able to state that the city’s name stood so 
high in the financial world that the money was always 
forthcoming and at a reasonable rate of interest. 

Mr. J. N. Nurt, of Derby, speaking to the toast of ‘‘ The 
Legal Profession,” in the course of a witty speech said there 
was an old saying that it was better to be born lucky 
than rich, but their friends of the legal profession seemed 
to be born both lucky and rich. (Laughter.) One thing,. 
undoubtedly, that had helped to make the country great was 
the purity of the Law Courts and the administration of 
justice without fear and without the slightest suspicion of 
favour. The members of the legal profession must be, and 
were, proud of the fact that it was from their ranks that men 
of such high character had been drawn for generation after 
generation. As time went on much work was being done 
between the legal and accountancy professions, and they were 
pleased to be able to say that the relationships on both sides 
were of the most friendly character. 
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Mr. J. W. Hip, in reply, contended that the legal profession 
was the most important in the world, and the laws of to-day 
had merely been built up on the brains of the legal men of 
the wons of the past. The profession of accountancy, too, 
was also an ancient and honourable one, and between them 
they could do a tremendous lot for good. 


Correspondence. 


ACCOUNTANTS’ CHARGES. 
To the Editors Incorporated Accountants’ Journal. 

Srrs,—Referring to Mr. Jackson’s letter published in the 
current issue of the Journal, I also recently received a 
request from an inspector of taxes to state what part of the 
accountancy charges related to negotiations regarding income 
tax liability for previous years, as this was considered an 
inadmissible charge. 

The circumstances of the case were very similar to those 
mentioned by your correspondent, except there was no 
appeal to the Commissioners. Upon raising objection, I was 
informed the Board of Inland Revenue do not regard fees 
in connection with income tax any more admissible than 
income tax itself, but that they do not object to the allowance 
of such amounts as relate to ordinary current charges. 

I might perhaps mention that in another recent case, which 
was taken to appeal, no objection was raised to the allowance 
of either accountancy or legal charges in connection therewith. 

Yours faithfully, 

Lichfield. B. Baker. 

To the Editors Incorporated Accountants’ Journal. 

Sirs,—We notice in the correspondence column of the 
November issue a letter from Mr. G. G. Jackson, of Chorlton- 
cum-Hardy, upon the subject of accountants’ charges, and as 
we had a similar case during this year we give you a few of 
the details. 

Towards the end of last year we were called in to a case, 
and to deal with the 1924/25 assessment we managed to get 
out accounts for the two years to December 31st, 1922, and 
December 31st, 1923, and on further investigation by the 
inspector of taxes pressure was brought to bear with regard to 
back duty. A settlement was arrived at the early part of this 
year, and the accounts to December 31st, 1924, supplied, in 
which there was a charge against trading for accountancy 
work covering the 1922 and 1923 audits and the necessary 
work connected with the back duty. 

We give you an extract from the inspector’s letter, dated 
August 12th last, explaining his attitude regarding the 
charge :-— 

‘* Strictly speaking, the accountancy expenses relating 
to the settlement of income tax liability may be regarded 
as inadmissible. In practice, however, objection is not 
taken to the allowance of normal recurring fees in 
connection with the preparation of accounts or the agree- 

. ment of liability. As there were exceptional circumstances 

in this case, the charge is probably in excess of the 
normal, and in the circumstances I propose to disallow, 
say, 50 per cent.” 

We also give you extract from our letter in reply dated 
August 13th last :— 

‘*We cannof understand your attitude in this case as 
we have never had the question raised previously. As 
a matter of fact, ——- guineas is the actual audit fee for 
the year 1924, and on that basis a further —— guineas 
would be, at least, the charge for the two years audits 
that were done for 1922 and 1923. We are certainly of 
opinion that this is a legitimate charge against the profits, 
and trust you will pass same.” 

It was eventually settled by the disallowance of about 30 per 
cent. of the total charges. 

We trust this may be of interest to you, and if you will give 
us the full name and address of your correspondent we shall 
be pleased to supply him with the same details. 

Yours faithfully, 


Leeds. A. France & Co. 


To the Editors Incorporated Accountants’ Journal. 

Sirs,—With reference to your correspondent’s letter in the 
November issue, I have a very similar case with a local 
inspector. 

I am informed that there is a recent instruction from the 
Board of Inland Revenue to the effect that all accountancy 
fees, apart from the annual fee for the preparation and audit 
of accounts, are to be disallowed. It is claimed that 
accountancy and audit fees in connection with accounts for 
the inspectors of taxes are not expenses necessarily incurred 
in the earning of business profits, but the Board propose to 
continue as a concession the annual fee. 

I am informed that a case will be taken to the Courts, if 
necessary, by the Revenue, so anticipate that if your 
correspondent is successful at the Commissioners’ meeting 
the matter will not be allowed to rest there. 

Yours faithfully, 


Plymouth. W. J. Cure. 


INCOME-TAX—SCHEDULE B OR SCHEDULE D. 
To the Editors Incorporated Accountants’ Journal. 

Srrs,—The Inland Revenue has recently made an assessment 
upon a farmer client of mine under Schedule D on his business 
as a milk seller. An appeal was made on the ground that as 
the farm sustained all the cattle the payment of Schedule B 
cleared the liability to tax. We were summoned before the 
General Commissioners, who ruled that the Schedule B 
assessment only covered ‘ wholesale” selling of milk, and that 
therefore an additional assessment lies under Schedule D for 
the sale of milk by retail. ; 

I am unable to reconcile this ruling either with the Act or 
with practice in other districts, and should be glad to hear, 
either through the columns of this journal or direct, whether 
this ruling is in accord with the usual practice. 

Yours faithfully, 
Davi H. Bennett. 


[The case of Castlehill Poultry Farm Company v. Com- 
missioners of Inland Revenue, which we deal with in our 
editorial columns this month, will be found helpful.—Eps., 
I.A.J.] , 


Rebietos. 


Accountants’ and Auditors’ Diary, 1926. London: 
1. Whittingham & Co., Limited, 10/12, Little Trinity Lane, 
and 35, Bucklersbury, E.C. (Price 6s. 6d. to 128. 6d. net, 
according to size and binding. 


This Diary for the year 1926 has now been issued. It is 
specially designed for the use of accountants, and will be 
found well adapted for its purpose. Provision is made for 
details of work done day by day, with a time summary at 
the end. This summary is specially ruled to enable the time 
for the whole year to be summarised under each client’s name, 
additional columns being provided for working out the total 
time and extending the charges. In the cloth bound editions 
the summary is enlarged and divided into alphabetical sections 
for convenience of reference. The editorial matter is specially 
selected so as to be of practical use to accountants in the 
carrying out of their duties from day to day, and comprises 
the audit provisions relating to joint stock companies and 
companies incorporated onbe special Acts of Parliament. 
Special attention has been given to the provisions relating to 
income tax and super tax, full and up-to-date particulars being 
supplied in a form readily accessible and without unnecessary 
detail. Full information is likewise supplied with regard to 
deeds of arrangement, stamp duties, national insurance, &c. 
The Diary is published in a number of different sizes and 
bindings suitable for the varying requirements of principals 
and clerks. 


Income Tax Notes. (Gee & Co.)—We regret that by 
an oversight we gave the price of this book in our November 
issue as 10s. 6d. net instead of 15s. 6d. net. 
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SECRETARIES. 


ANNUAL DINNER. 

The annual dinner of the Chartered Institute of Secretaries 
was held at the Hotel Victoria, London, on November 4th, 
when Mr. James W. Slack, President, was in the chair. 
Among the principal guests were the following:— 
Sir Edward Wallington, K.C.V.O.,C.M.G., Sir Arthur Balfour, 
K.B.E. (President, Sheffield and District Branch), Mr. Wm. 
W. Paine (Honorary Member), Mr. Wilfrid Greene, K.C. 
(Chairman, Board of Trade Committee on the Companies Acts), 
Sir Claud Schuster, K.C.B.,C.V.O., K.C. (Permanent Secretary 
to the Lord Chancellor and Clerk of the Crown), Sir Herbert 
J. Creedy, K.C.B., K.C.V.O. (Permanent Under-Secretary of 
State for War), His Honour Judge Shewell Cooper (The 
Mayor’s and City of London Court), Mr. Mervyn B. Davie 
(Treasurer, Christ’s Hospital), Mr. Herbert Gibson (President, 
the Law Society), Mr. George R. Freeman (President, 
Institute of Chartered Accountants), Mr. G. 8. Pitt (President, 
Society of Incorporated Accountants and Auditors), Mr. 
Francis Morris, J.P. (Chairman, Metropolitan Asylums Board 
and Vice-Chairman, Food Council), Mr. Montague H. Cox 
(Clerk of the London County Council), Mr. G. B. Canny, 
C.B. (Secretary, Inland Revenue), Mr. Perey Ashley, C.B. 
(Principal Assistant Secretary, Board of Trade, Industries and 
Manufactures Department), Mr. A. W. Flux, C.B. (Assistant 
Secretary, Board of Trade, Statistical Department), Mr. A. E. 
Campbell-Taylor, O0.B.E. (Registrar of Companies), Mr. H. M. 
Cohen, Mr. A. W. Sneath (President, Chartered Insurance 
Institute), Mr. R. H. Brady, M.B.E. (President, Auctioneers’ 
and Estate Agents’ Institute), Sir Reginald Blankenberg, K.B.E. 
(Secretary to the High Commissioner for the Union of South 
Africa), Mr. John D. Venn (Master, Worshipful Company of 
Scriveners) and Mr. A. A. Pitcairn (Clerk of the same 
Company), Mr. N. R. Jauralde (Hon. Secretary, Society of 
Public Notaries of London), Mr. A. E. Cutforth, Mr. Arthur 
W. Kiddy, Mr. Ernest Sykes (Secretary, Institute of Bankers), 
Mr. Henry Woodford (Secretary, Royal Botanic Society of 


‘London), Mr. Charles McDermid (Secretary, Institution of 


Mining and Metallurgy), Mr. A. A. Garrett (Secretary, 
Society of Incorporated Accountants and Auditors), Mr. 
A. de V. Leigh (Secretary, London Chamber of Commerce), 
and Mr. D.G. Hemmant. The following members of Council 
also were present:—Mr. Henry Clark and Mr. Richard B. 
Pilcher, O.B.E. (Vice-Presidents), Brigadier-General A. 
Maxwell, C.B.,C.M.G., D.S8.0. (Treasurer), Mr. George Parker, 
Mr. D. Savage, Mr. E. P. Pullan, Sir Frederick Barthorpe, D.L., 
Mr. J. C. Mitchell, J.P., Mr. G. Henry Wright, Mr. J. J. 
Bisgood, J.P., Mr. W. H. Stentiford, Mr. A. F. Harrison 
(Past Presidents), Mr. H. W. Allen, Mr. E. L. Booty, 
Mr. W. Bramall, Major L. C. Croslegh, Mr. T. W. Davidson, 
Mr. W. T. Dann, Mr. W. F. Garland, Mr. C. H. Gough, 


Mr. W. G. Hislop, Colonel W. Parker, Mr. J. Porteous, 


Mr. W. J. Irving Scott, Mr. W. E. Wallace, Mr. E. Wilshaw, 
Mr. W. E. Hewitt (Chairman, Liverpool and District Branch), 
Mr. E. Middleton (an elected member of Council and Chairman, 
Sheffield and District Branch) was represented by deputy. 


The toast of “The Chartered Institute of Secretaries” was 
proposed by Mr. Wilfrid Greene, K.C., who referred to the 
evidence submitted by the Institute to the Board of Trade 
Committee on Company Law, of which he was the Chairman. 
He also made reference to the proposal! to establish University 
courses for candidates of the Chartered Institute of Secretaries. 
The President responded to the toast and dealt with the past 
and present activities of the Institute. He pointed out that 


the Institute had been established in 1891, and had received a 
Royal Charter in 1902. The third edition of ‘Secretarial 
Practice” had been published by the Institute, which was 
regarded as a standard work. He informed the members 
that the Institute had made arrangements for securing 
an appropriate building to carry on their future work. In 
concluding his speech, he drew attention to the valuable 
work of the Benevolent Fund, which comprised, inter alia, 
nominations to Christ’s Hospital by virtue of two donation 
Governorships held by the fund. 


Sir Frederick Barthorpe proposed the toast of ‘ Trade and 
Commerce,” which was responded to by Sir Arthur Balfour, 
K.B.E. (President, Sheffield and District Branch), Past 
President of the British Association of Chambers of Commerce. 


Mr. A. F. Harrison, Past President, proposed the toast of 
‘‘The Visitors and Kindred Institutes and Societies.” 
The response was given by Sir Herbert Creedy, K.C.B., 
K.C.V.O., Secretary of the War Office, and Mr. Herbert 
Gibson, President of the Law Society. 


At the conclusion of the proceedings Mr. J. J. Bisgood, 
Past President, proposed the toast of ‘‘ The President.” 


PRESENTATION TO MR. H. H. BOBART, 
M.B.E., F.S.A.A. 


At the Worshipful Company of Basketmakers’ exhibition 
of basket work at the Clothworkers’ Hall on November 12th, 
the Right Hon. the Lord Mayor, after declaring the exhibition 
open, was requested by Captain Sharp, President of the 
Employers’ Federation, to make a small presentation, on 
behalf of the trade, to Mr. H. H. Bobart (the Clerk) as a 
mark of the respect in which he was held throughout the 
trade. (Cheers.) 

The Lord Mayor said it gave him great pleasure to comply 
with that request. He could speak from his own heotdiode 
of the worth of the recipient. The long and good service 
that Mr. Bobart had rendered would always be appreciated. 
The presentation was in every sense absolutely justified. 
(Applause.) 5 

The gift consisted of a silver tea and coffee service, bearing 
the following inscription: ‘‘ Presented by the Right Hon. the 
Lord Mayor of London to H. H. Bobart, Esq., M.B.E., on 
behalf of the whole basket-making industry of Great Britain, 
as a mark ofesteem. November 12th, 1925.’’ 

Mr. Bobart, in returning thanks, said that act of kindness 
had taken him very much by surprise. He thanked the 
basketmakers most sincerely for their kindness in presenting 
him with the beautiful gift in appreciation of his small 


services on behalf of the trade. The value of the gift was 


greatly enhanced by the fact that it had been presented to 
him by the Lord Mayor. (Applause.) He believed that 
basket-making was a pleasant and profitable occupation 
many years ago. To-day a dark cloud hovered over it in this 
country. Many baskets were imported from the Continent 
under conditions with which the basket makers at home could 
not compete. They were deserving of sympathy. The Prime 
Minister at the Guildhall on November 9th asked us to support 
British industry. He (the speaker) would ask them when 
they bought baskets to see that 
manufacture. (Hear, hear.) 


Accountant Officers, Royal Air Force. 


The following candidates for permanent commissions in 
the Accountant Branch of the Royal Air Force have been 
declared successful as a result of a competitive examination 
held by the Civil Service Commissioners :—Mr. D. C. Stone 
(passed Final Examination), Borough Accountant’s Depart- 
ment, Town Hall, Great Yarmouth; Mr. K. A. Jackman, 
A.8.A.A., Clerk to Woolley & Waldron, 6, Portland Street, 
Southampton. 


they were of British 
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Society of Incorporated Accountants and 
| Auditors. 


MEMBERSHIP. 
The following additions to, and promotions in, the Membership 
of the Society have been completed since our last issue :— 


ASSOCIATES TO FELLOWS. 


Deang, Stuart Leste (Deane & Thresher), National Bank 
Chambers, St. Andrew’s Street, Bloemfontein, Practising 
Accountant. 


Eason, Haroip Ricuarp Surron, 67, Maitland Street, 
Bloemfontein, Practising Accountant. 


Harwoop, Hersert Epwarp, 73/75, Albion Street, Leeds, 
Practising Accountant. 

Jones, Epwarp Furnivat, A.C.A. (Allan, Charlesworth & Co.), 
4, Fenchurch Avenue, London, E.C.3, Practising 
Accountant. 


Know.pEN, Atrrep Joun, Exchequer and Audit Department, 
Victoria Embankment, London, E.C.4. 


Storey, Aupert Cyr (J. A. Kinnear & Co.), 8, Westmoreland 
Street, Dublin, Practising Accountant. 

Warre, Wiiu1Mm Henry Cecm (Wayte, Bednall & Co.), 
31, Albion Street, Hanley, Stoke-on-Trent, Practising 
Accountant. 

Wuiutams, Epwarp Crarke (Stanley W. Marshall & Co.), 
1074, Mortimer Street, Herne Bay, Practising Accountant. 

Wriui1ss, Lzonarp Davin, A.C.A. (Deloitte, Plender, 


Griffiths & Co.), Exeter House, 97, Bute Street, Cardiff, 
Practising Accountant. : 


ASSOCIATES. 
Brapsury, Mervyn Harry, Clerk to Lovewell, Blake & Co., 
2, South Quay, Great Yarmouth. 


Buckiey, KennetH Wiru1am, Clerk to E. Judson Mills & Co., 
45, Fleet Street, Torquay. 

Carman, Irene Grace, Public Trustee Office, Kingsway, 
London, W.C.2. 

CuarKE, Joun Henry Wiix1amson, Clerk to T. N. Steel & Co., 
Union Bank Chambers, Market Place, Huddersfield. 
Crarke-Lens, Norman Moony, Clerk to Nicholson, Beecroft & Co., 
Panyer House, 1/4, Paternoster Row, London, E.C.4. 


Gitt, Warton, Clerk to Smith & Hayward, London and 
Yorkshire Bank Chambers, Tyrrel Street, Bradford. 


‘Hamper, Joun Percy, Clerk to F. W. Anton Eveleigh, Market 


Square, Port Elizabeth, South Africa. 

Hamitron, Rosert AnpRew, Clerk to Fredk. C. Crosland & Co., 
10, Park Row, Leeds. 

Harris, Vicror Joun Henry, Clerk to Benbow & Airs, 
2a, Sheep Street, Northampton. 

Heaton, Tomas, 4, School Street, Radcliffe, Manchester, 
Practising Accountant. 

Hewson, Ceci Avsrey Gist, Clerk to McCann, Beatton & Co., 
83, Queen Street, London, E.C.2. 

Houeers, Joun Giipert, 10, Finsbury Square, London, E.C.2, 
Practising Accountant. 

Huexes, Epwarp Watts, County Accountant’s Department, 
Cheshire County Council, unty Offices, The Castle, 

_ Chester. 

Jounxston, ArTtHurR James, Clerk to Harmood Banner & Son, 
24, North John Street, Liverpool. 

Kexty, Vivian Sranistavs, Clerk to Woodington, Bubb & Co., 
5, Philpot Lane, London, E.C. 3. 

Lone, Ernest, City Treasurer’s Department, Fisher Street, 
Carlisle. 


Lynn, Cassar, M.A., Clerk to Ellworthy, Bacon & Co., 
Norfolk House, Laurence Pountney Hill, Cannon Street, 
London, E.C. 4. 


Martmy, Wiiii1am Sincuarr, Clerk to Laverick & Walton, 
Midland Bank Chambers, St. Thomas Street, Sunderland. 

Mrrcuett, Crecm Ernest, Clerk to Ernest E. Hill & Co., 
Albert Chambers, 26, High Street, Cardiff. 

Posttz, Norman, Clerk to C. Percy Barrowcliff & Co., 
55/57, Albert Road, Middlesbrough. 


-| Renspen,, Laurence Arruour, Clerk to Crew, Turnbull & Co., 


4, Dove Court, Old Jewry, London, E.C.2. 
Simpson, Ciirrorp, Clerk to E. Clough, Cooke Street, Keighley. 


Surrn, Srantey Hersert, F.C.A. (Slater, Chapman & Co.), 
Viaduct Chambers, 38, Holborn Viaduct, London, E.C.1, 
Practising Accountant. 

Watuis, Sranuey Ivan, Victoria Street, Nottingham, Practising 
Accountant. 


Carlisle and Bistrict Incorporated 
Accountants’ Students’ Soriety. 


A meeting of this Society was held on November 6th 
at Carlisle, when Mr.W. H. Grainger, Incorporated Accountant, 
of London, addressed the members on the subject of 
‘‘Executorship Law and Accounts.”” The Lecturer dealt 
with various practical aspects of his subject, and referred to 
the Administration of Estates Act, 1925, which will change 
executorship law as and from January Ist, 1926, as regards 
estates in England and Wales. Every person interested in the 
capacity of either executor, administrator or student should 
study the Act. The President of the Society (Mr. E. Lund, 
City Treasurer) occupied the chair, and was supported by 
Mr. E. J. Williams, Vice-President, and Mr. G. E. Edmondson, 
Mayor Elect of the City of Carlisle. The Mayor Elect addressed 
the meeting, and at the conciusion votes of thanks were 
accorded to the Lecturer and Chairman. 

The annual general meeting of the Society was held 
recently at Carlisle. The officers of the Society for the year 
1925-26 were elected as follows:—President, Mr. Edmund 
Lund, City Treasurer; Vice-President, Mr. E. J. Williams, 
F.S.A.A. Members of the Committee: Mr. J. 8S. Sutherland, 
Mr. W. E. Percival, Mr. E. E. Rainbird, Mr. R. 8. Duthie, 
C.A., Mr. F. Layfield, A'S.A.A., Mr. F. R. Chapelhow, Mr. 
J. A. Hinde, Mr. G. F. Woodhouse, Mr. F. T. Kenyon, 
F.S.A.A. Hon. Secretary and Treasurer, Mr. E. Redford, 
A.S.A.A. The annual report and accounts showed that six 
meetings had been held during the session 1924-25. The 
syllabus of lectures to be delivered during the current session 
is as follows :— 


1925. Syllabus of Lectures. 
Nov. 6th. ‘‘ Executorship Law and Accounts, ’’ by Mr.W. 
H. Grainger, A.S.A.A. 
Dec. 16th. ‘‘ Examinations,” by Mr. W. Claridge, F.S.A.A. 
1926. 
Jan. 12th. ‘National Finance bearing on Local Govern- 
ment,” by Mr. H. J. Thompson, A.S.A.A. 
Feb. 3rd. ‘ Statistics,” by Mr. A. L. Boddington, F.8.8. 
Mar. 3rd. ‘‘ Costing,”” by Mr. J. M. Fells, C.B.E., F.S.A.A. 
Mar. 12th. “Problems in Partnership Accounts,” by Mr. 
C. A. Sales, LL.B., A.S.A.A. 
The lectures will be delivered at 7.30 p.m. in the Municipal 
Offices, 17, Fisher Street, Carlisle. 


Professional Bonour. 


Mr. William Smith, F.S.A.A., bas been elected Mayor of 
Lowestoft for the current year, 
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Balance Sheet Walues. 


(COPYRIGHT RESERVED.) 


A Lecrure delivered before the London Chartered 


Accountant Students’ Society by 


Mr. P. D. LEAKE, 
CHARTERED ACCOUNTANT. 


Mr. Leake said: The subject of the appropriate balance-sheet 
values for a profit-seeking going concern raises very important 
questions which are well worth thoughtful and unprejudiced 
consideration. Balance-sheet values should always coincide 
with the nearest approximation to fact, and this does not 
necessarily agree either with the customary practice or with 
the rules laid down by the Board of Inland Revenue 
for the purpose of computing annual profits for taxation. 
lt is important that we should consider, and endeavour to 
understand, the true underlying principles of balance-sheet 
values, although these principles may sometimes be 
transgressed both by custom and by arbitrary rules. 
Lord Beaconsfield once rebuked our too common habit of 
blindly following custom and labelling new and better 
methods as unpractical theories, when he said that the 


practical man is the man who continues to practise the |- 


errors of his forefathers. 


Boox Vautves, Gornec Concern Vauues, SELLING VALUES. 

The term “book values,” which is often used, has really 
no definite meaning. On the other hand, the term ‘going 
concern values” has a very definite meaning, although this 
is not always understood. Balance-sheet values should be 
strictly confined to true going concern values—and, therefore, 
it is these going concern values which we have now to 
consider. When one speaks of values, it is always necessary 
to ask: Values for what purpose? Values cover a very wide 
range—extending indeed from anywhere above valueless to 
invaluable—and the transition in the value of anything from 
one point to another within this wide range is sometimes 
remarkably sudden. But when we examine, as we will in 
a minute, the nature of capital, this is not surprising. 

Balance-sheet, or going concern, values do not often 
coincide with selling values. They may be either more or 
less than selling values. Balance-sheet values must have 
regard always to the purpose for which the assets were 
acquired and are held. The capital of a manufacturing 
undertaking, for instance, is in the main represented partly 
by what are called fixed assets, such as buildings, plant and 
machinery, and partly by floating assets, such as stock in trade. 
Neither of these classes of assets is intended for immediate 
sale as a whole—the fixed assets are not intended to be sold, 
but are to be gradually used up and worn out by the 
undertaking in the ordinary course of carrying on its business, 
and the floating assets are intended to be gradually sold on 
the market to answer the demand for the commodities as 
it arises. It is plain, therefore, that balance-sheet values 
are not the values likely to be realised by an immediate, or 
forced, sale of any class of assets. 

The values at which both assets and liabilities are stated 
in a balance-sheet are of vital importance, because they 
directly affect the amount of profit or loss computed as 
arising since the date of the previous balance-sheet. If all 
the assets and liabilities are stated at their true going 
concern values, the balance-sheet will show the nearest 
' possible approximate to the appropriate value of the capital, 
and to the amount of the profit or loss arising within the 
year or other accounting period then ended. It follows, 


therefore, that neither the capital nor the profit or loss 
can be correctly stated except by adhering strictly to going 
concern values. Liabilities should be as carefully valued 
as assets; the liabilities of one undertaking are, of course, 
the assets of another. 


Nature or CAPITAL. 

Before considering the proper method of measuring the 
going concern values of the different kinds of assets and 
liabilities which constitute the capital of an undertaking, it 
is important to recall the nature of national and of personal 
capital. There is nothing in existence to represent either 
kind of capital except tangible things, i.e., exchangeable 
materials and commodities in their many and various forms, 
including gold and other metallic money. Existing capital 
is commonly stated in currency, and whenever there is a 
condition of currency inflation and abnormally high prices 
the amount of existing capital will tend to be overstated. 
It must also be borne in mind that, as I shall explain 
presently, the stated amount of capital existing in such forms 
as industrial plant, including buildings, may sometimes 
include sums represented only by commercial goodwill. 
The value of these existing things themselves may thus be 
overstated, the true basis of their value being always their 
unexpired cost. 

All exchangeable values, other than materials and 
commodities, consist of personal rights of individuals which 
are always set off by duties to be performed by other 
individuals. Personal rights thus represent assets to some 
individuals and corresponding liabilities to others. These 
rights include national and local debts as well as other debts 
of all kinds, and for every debtor there is, of course, a 
cancelling creditor. These rights also include commercial 
goodwill, trade marks, patents and designs, copyrights and 
the right to exercise monopolies, and finally leaseholds—all 
of which represent, in themselves, nothing but the rights 
(however valuable) of certain individuals, set off by the 
duties (active or passive) of other individuals. 

The exchangeable value of shares in joint stock companies 
includes both tangible things and personal rights, less 
personal liabilities. 


DIFFERENCE BETWEEN NATIONAL CAPITAL AND PERSONAL CaPITAL. 

We will now consider the difference between national 
capital and personal capital. British national capital 
actually existing consists of tangible things only, viz, of 
all material property such as lands, houses, factories, mills 
and their contents, growing crops, live and dead stock, 
railways, shipping, mines, plant, machinery, raw materials, . 
manufactured goods, and metallic money, wherever located, 
belonging to British subjects residing in this country, and 
to the State and municipalities. British national capital 
does not include personal rights of any kind, as these all 
fall to be set off and are cancelled by personal duties. 

In order to state the position in the simplest way—and 
without impairing the argument—it may be assumed that, 
in the main, the amount of debts due to our Government 


and residents from the Governments and residents of other ~ 


countries provide a set off equal in amount to the debts 
due by our Government and residents to the Governments 
and residents of those other countries. British national 
capital actually existing thus consists wholly of tangible things 
in the forms of exchangeable materials and commodities. 
The amount of these materials and commodities stated in 
money may sometimes include sums represented only by 


commercial goodwill, viz, the present value of expected future 


super-profits. The amount also includes any over-statement 
due to a condition of currency inflation. The National Debt, 
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to the extent that it is an internal debt, is no indication of 
any diminution of national capital. It is an asset to the 
individual holders of the debt, which is set off by the liability 
of the nation as a whole to those individual holders. 

Personal capital, as distinguished from national capital, 
includes both exchangeable materials and commodities, and all 
personal rights, less personal liabilities. The value of personal 
capital is thus computed by adding to the value of exchangeable 
materials and commodities owned by an individual, the value 
of rights owned by him, and then deducting from the amount 
the debts due from him. The value of personal capital 
also includes the value of shares in joint stock companies, 
and other securities owned by individuals, including their 
holdings in the National and municipal debt. The personal 
capital of all individuals added together will be much greater 
than the sum of British national capital. The difference is 
equal to the amount of the National and municipal debt, 
less the set off represented by the value of Government and 
municipal non-trading property. 

The declaration of war in August, 1914, necessitated 
a departure from the gold, or commodity, standard of 
exchangeable value. It became necessary at once to substitute 
for an automatically stable gold currency an unstable and 
expandable paper currency consisting of currency notes. 
This and other war conditions resulted in currency inflation 
and rise in prices, in consequence of which the value to-day 
of British national capital—consisting wholly of tangible 
things—measured in paper currency obviously amounts to 
considerably more than its value before the war, stated in 
gold standard currency, although, in the meantime, some 
of the tangible things have been reduced both in quantity 
and condition. 

A rough estimate—based upon a careful analysis of the best 
evidence available—shows that the present value, at currency 
prices, of personal capital is £27,386 millions, and of British 
national capital £21,552 millions, made up as follows :— 


Million. 
Industrial property at home and abroad, consisting 


of lands, growing crops, railways, shipping, mines, 

works, the contents of factories, plantand stocks.. £13,165 
Gold and silver coin and bullion Ja we a 225 
Domestic property in United Kingdom, including 

lands, dwelling houses, furniture, works of art, 

and wearing apparel .. oe bit “a ee 5,063 
Foreign, Indian and Colonial Government securities 433 
National Debt and local loans .. “is os o% 8,500 


Personat Capita. oe i -. £27,386 
Add— 
Governmentand municipal lands,dockyards,arsenals, 
public buildings, roads, bridges, sewers, &c., exclud- 
ing municipal trading concerns... a oe 2,666 


Deduct— 30,052 
National Debt and local loans as above a até 8,500 


British Natrona CapiraL.. .. £21,552 


As regards existing capital, a rise in currency value of 
66.6 per cent. has been assumed. It has already been said 
that values cover a very wide range, and that the transition 
from valuable to valueless is sometimes very rapid. The value 
of our industrial capital, estimated above at £13,165 millions, 
depends wholly upon the confident anticipation that it will 
continue .to be successfully applied to production in co-operation 
with employers and wage-earners. What would be the position 
otherwise is well described by a correspondent writing recently 


in The Times. He says that in a communist state the only 
capital left in the country, for the leaders to handle, would 
be many millions of pounds—on paper balance-sheets—but 
which in actual hard fact will be bricks and mortar, grass and 
weeds, with a plentiful filling of rusty machinery. That is a 
true picture of the effect of unwise tampering with co-operative 
production, as has been proved more than once by the bitter 
experience ef other nations. 


CLASSIFICATION OF ASSETS AND LIABILITIES. 


We have to consider the case of the profit seeking going 
concern, and may now pass on to discuss the balance-sheet 
values of the different kinds of assets and liabilities which 
go to build up the capital of such an undertaking. Assets and 
liabilities may be grouped under the following heads : — 


Fixed Assets : 
Non-wasting material— 
Freehold land, unless held as a floating asset for sale. 
Wasting material— 
Buildings. 
Plant and machinery. 
Tools and utensils. 
Furniture: fittings. 
Natural raw material in mines, &c. 
Shaft sinking and mines development. 
Annuities. 
Wasting non-material— 
Commercial goodwill, trade marks, patents and designs, 
copyright and the right to exercise monopolies. 
Leaseholds. 
Unexpired payments. 
Shares in other profit-seeking undertakings. 


Floating Assets : 
Material— 
Metal money (i.e., gold). 
Sale stock. 


Non-material— 
Cash at bank (i.e., book debt). 
Book debts and bills receivable. 


Liabilities : 
Ascertained, including all secured and other creditors. 
Unascertained and contingent. 


Frxep Non-Wastine Myrertat Assets. 

The only fixed non-wasting material asset is freehold land. 
If freehold land is held for use the value should be retained 
in the balance-sheet at cost. If held for sale the land falls 
under the head of sale stock, which will be dealt with later. 


Fixep Wastinc Mater Assets. 

Industrial Plant.—Buildings, plant and machinery, tools 
and utensils, furniture and fixtures, all fall under the definition 
of industrial plant. Industrial plant represents the largest 
and most important division of wasting assets, and is the 
most difficult to deal with systematically. Industrial plant 
comprises all perishable material property of a profit-seeking 
undertaking, other than that primarily intended for re-sale. 

The common commercial view of the going concern value 
of industrial plant in use is that the value is based upon the 
unexpired capital outlay on that plant computed by deducting 
from the cost—less estimated residual value—an equal annual 
instalment of that cost in respect of each year of the estimated 
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efficient life which has expired. In selling a going concern 
to a company or individual, the proper basis of the value of the 
plant—except tools and utensils which are subject to actual 
count o1 inventory—is the so ascertained going concern value 
adjusted in respect of subsequent fluctuations in the cost of 
material and labour, as bearing upon the possible price of new 
plant. This so-adjusted value is called the ‘‘ then-value,”’ 
and will be found fully discussed in the several arbitration 
proceedings in the well known Tramways and National 
Telephone cases. 


To what extent is the value of goodwill sometimes 
inadvertently included in valuations of plant made at the 
time of the proposed sale of a profit-seeking undertaking to a 
company? It is not possible to answer this question with any 
degree of precision, because of the absence of any generally 
accepted basis of valuing plant when selling an undertaking 
as a going concern. The answer, in any particular case, 
would probably depend largely on the view taken by the 
valuer in each case. Both the “‘ going concern” value and the 
‘*then-value’’ are properly based strictly on cost, the 
then-value being, as already explained, the unexpired original 
cost adjusted to present cost. Thus the values, being 
both based on cost, are not affected in any way by questions 
of whether the undertaking is earning a small or a large 
profit, or of the estimated amount of future earnings. 


But as an illustration of the possible inclusion, in the value 
of plant, of value in the nature of goodwill, take the case of 
an industrial undertaking which is to be sold to a company. 
Suppose that if suitable records had been kept, in a register of 
wasting assets, the going concern value of the plant at the 
time of sale would be known to be £50,000, and suppose that 
there has been an average rise in the cost of materials and 
labour of 50 per cent. since the plant was installed. The 
then-value of the existing plant in this case would be £50,000 
plus an addition of 50 per cent. thereon, amounting together 
to £75,000. Now, if the annual profits of the undertaking 
had averaged, say, £10,000, being a normal rate of 10 per cent. 
on the capital of, say, £100,000, is it not more likely that the 
then-value of the plant would be stated in the valuers’ 
certificate at £75,000 ‘‘as a going concern '’—and no more— 
’ than if the undertaking was earning an average annual profit of 
£20,000, being double such normal rate? In the latter case 
the then-value of the plant might well be estimated at, say, 
£100,000 ‘‘as a going concern”—which it might, perhaps, 
actually cost to replace—and it might, at the same time, be stated 
in the company prospectus, in perfect good faith, that ‘‘ nothing 
is paid for goodwill,” although the valuation includes a sum 
of £25,000 over and above the strict ‘‘ then-value’’ of the 
plant, which £25,000 is in fact represented only by goodwill. 
And again, suppose the undertaking was earning £40,000 a 
year, might not the value of the plant be certified at even 
more than £100,000 ‘‘ as a going concern ” ? 


Thus it seems that there are three distinct methods, or 
bases, in common use for valuing industrial plant. The first 
method may be defined as the ‘* going concern cost basis value.” 
Either this or the then-value is the value at which industrial | 
plant should always be carried in the accounts of the original | 
goingconcern. The first is based upon the unexpired original | 
capital outlay on plant (viz, cost) computed by deducting | 
from cost, less estimated scrap value, an equal annual | 
instalment in respect of each year of the estimated efficient | 
life which has expired. The second method of plant valuation 
is the ‘‘then-value,” which is, as already explained, the | 


} 


‘* going concern cost basis value” adjusted—on sale to a new | 
owner—in respect of subsequent fiuctuations in the cost of | 
material and labour, as bearing upon the possible price of 
new plant. 


The ‘‘ then-value” method is based strictly upon — 


cost,and has no_regard whatever to the amount of profits 
which the undertaking may be earning, or likely to earn. 
The third method of valuation may be defined as the ‘“ going 
concern profits basis value.” In valuing industrial plant on 
this basis it is natural and almost inevitable that some regard 
is had to the degree of success enjoyed, and likely to be 
enjoyed, by the undertaking. The future prospects of the 
undertaking are taken into account, and thus the value of 
goodwill is to some extent reflected in a valuation made on 
this basis, as suggested in the illustration given. 


All profit-seeking undertakings, using any class of industrial 
plant, should keep suitable accounting records in the form of a 
register of wasting assets, to enable annual expired capital out- 
lay to be calculated on a settled basis and deducted each yearfrom 
the cost of each class of plant. Aconvenient form of plant record 
(see Leake’s ‘‘ Register of Industrial Plant for the Measurement 
of Depreciation,” published by Henry Good & Son, 50, 
Moorgate, E.C.2.) is a loose-leaf book of suitable size, having 
a page, which can be followed by others when required, known 
as ‘‘class record,” allotted to each class of industrial plant. 
Each page is ruled with twelve separate decimal cash columns, 
one column for each year. Each page should be headed with 
the description of the particular class of the industrial plant, 
its declared length of life in years, and its estimated scrap 
value. Each year’s capital outlay on each class of plant is 


-| recorded in the register at the end of the year in total in the 


appropriate column. The register also contains ruled sheets 
known as ‘‘ elasssummary”’ and ‘‘ annual general summary.” 
The annual general summary is also written up at the end of 
each year, and shows in one sum the amount to be written off 
the balance of the plant account in the financial books, and 
charged to the annual profit and loss account as expired 
capital outlay. 

If it became customary for a record of this nature to be kept 
by industrial undertakings, this would enable annual profits 
to be computed with much greater accuracy, and the 
appropriate balance-sheet values of industrial plant to be 
recorded on a proper system, based on a settled and continuous 
financial policy. There would then always be a permanent 
record available showing the classification of all capital 
outlay on industrial plant, and a direct connection would be 
maintained between the actual existing plant and the going- 
concern value of that plant, as shown in the financial books 
and in the annual balance-sheet of the undertaking. Many 
years’ history of any number of different classes of industrial 
plant can be recorded in a register of this kind without any 
confusion. The whole subject is fully discussed and illustrated 
in ‘* Depreciation and Wasting Assets,’’ published by Sir 


Isaac Pitman & Sons, Limited. The appropriate balance-sheet- 
| values of industrial plant are, of course, the going-concern 


values in the case of each undertaking. 


Mining Property.—The appropriate balance-sheet values 
of mining concessions, and the measurement of annual 
expired capital outlay on natural raw material in mines, is a 
very difficult subject. The original base value of mineral 
deposits in situ is equal to the present value of any expected 
annual surplus likely to be yielded by the product at whole-- 
term average prices, after providing all economic expenditure 
incidental to production and marketing—other than 
depreciation of base value—such economic expenditure 
including, of course, a normal rate of interest on the capital 
invested. To illustrate the meaning of base value, two cases 
| may be stated: (a) A tin mine in the United Kingdom, the 
estimated product of which at fair whole-term average prices 
would yield not more than sufficient to provide all economic 
expenditure incidental to preduction and marketing and to 
pay a normal interest on capital invested, may have only a 
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nominal base value comparable with the well known 
** peppercorn ”’ legal consideration ; (b) A copper mine in the 
United Kingdom, the estimated product of which would yield 
a surplus of £2 per ton of ore, after providing all economic 
expenditure and paying a normal interest on capital invested, 
may have a base value equal in amount to the present value 
of £2 per ton on the estimated annual output of the mine over 
the years of its expected life. 


The term ‘‘ normal rate of interest on capital invested,” as 
here used, means a rate which should be just sufficient to 
attract and retain the capital needed in each particular case. 
The term ‘“‘ whole-term average prices” means the expected 
average selling prices during the life of the mine. The most 
important factors in determining the base value of all mineral 
deposits are: the average quality and quantity of the product 
and its accessibility both in regard to distance from the earth’s 
surface and from the world’s markets. The period of time in 
which the estimated contents of the mineral deposits can be 
advantageously recovered and marketed is also of great 
importance. All the factors involved in computing the base 
value of mineral deposits are of necessity mere matters of 
estimate. But estimates are also necessary in computing 
the values of the assets of all other enterprises. Future 
probabilities—in regard to the contents of a mine and selling 
prices—can apparently always be closely enough estimated to 
induce venturers to risk their capital in the enterprise, and 
so, in like manner, carefully prepared estimates of future 
probabilities should be made and used in computing the 
unexpired base value and the annual results of a mine. 


The consideration paid by a mining company to a vendor 
purports, of course, to be the value of the mineral deposits, 
i.e., the base value, and this may generally be so, but there 
is nothing to prevent the payment to a vendor by rash and 
over credulous speculators of an amount sufficient to include 
the base value plus a large sum on account of those future 
mining profits which should properly go to the venturers. 
Whenever a mining company has paid for its concession a 
sum greater than the base value as defined, then in computing 
its annual profits for distribution, the mining company 
must, if its capital] is to be kept intact, deduct from its annual 
revenue the expired capital outlay on the actual purchase 
consideration, although this is more than the base value of 
the mineral deposits. The deduction for expired capital 
outlay should be measured as being equal to a suitable 
sum per unit of minerals raised, and the annual amount 
so provided should be used to write down the balance-sheet 
value of the concession. 


A mining company is at present under no legal obligation 
to keep its capital intact, and under our practice it is not 
customary to attempt todo so. In this country no deduction 
for expired capital outlay on the base value of mineral deposits 
is allowed to be deducted in assessing the profits of mining 
companies to income tax. It is interesting to note that in 
the United States of America and certain other countries 
deduction is allowed for the gradual exhaustion of mineral 
deposits in assessing profits for income tax levied in those 
countries. In the United States of America no rule or method 
of determining the fair market value of mineral property— 
i.e., the base value—is prescribed, but the Commissioner will 
lend due weight and consideration to any and all factors of 
evidence having a bearing on the market value. 


The cost of shaft sinking, including main shafts, main 
adits, and other underground works and surface developments, 
falls strictly under the head of plant, but for the purposes of 
measuring annual depreciation thereon this kind of property 
should be treated separately, and the outlay should be 


gradually refunded out of the revenue receipts in the 
proportion which the quantity of the contents won each 
year bears to the estimated total quantity to which access 
is expected to be gained by such works. 


The cost of development of ore should also, of course, be 
gradually written off against the revenue receipts from the 
sale of the mineral contents of the ore areas so developed. 
This cost is allowed to be deducted from revenue receipts 
for income tax purposes. From what has been said you 
will be able to gather the appropriate balance-sheet values 


of mining property. 


Annuities.—In order to illustrate the balance-sheet values 
of annuities, suppose a case in which a man desires to lay 
out a capital sum of £100 to be exhausted in such a way 
as to bring him in the largest possible equal annual income 
over a period of twenty years. If the rate of interest 
obtainable is 5 per cent. per annum, this man will find 
that, by parting with his £100 now, he can secure an equal 
annual income of £8 over a period of twenty years, the 
first instalment of £8 being payable to him at the end of 
the first year, and the last, or twentieth, instalment being 
payable to bim at the end of the twentieth year. A man 
who enters into a contract of this kind has purchased an 
annuity, and should know what part of his capital outlay has 
expired, or is exhausted, at theend of each year. His annuity 
ledger account will stand thus for the first three years of 
the term :— 

Dr. Cr. 


Costof Annuity .. .. .. £100 Annuity, consisting of— 
Interest on £100 for one year. . 5 Interest per Contra .. £5 


Gemltes ac cs . ws 8 
— £8 
(Note.— This £3 is equal 
to the annual instalment of a 
5% sinking fund to replace 
£100 at the end of 20 years.) 
£105 £105 
— —= 
Dr Cr. 


Annuity, consisting of — 
Interest per Contra... £4.85 
Capital .. .. «.- S26 
— £8 
(Note.—This £3.15 is equa! 
to £8 plus one year’s interest 


Balance, unexpired cost ..£97 
Interest on £97 for one year.. 4.85 


on sinking investments ) 
Balance oc on oo oo ae 
£101.85 £101.85 
—_- — 
Cr. 


Dr. 
Balance, unexpired cost ..£98.85 Annuity, consisting of— 
Interest on £93.85 forone year 4.68 Interest per Contra .. £4.68 


Capital .. .. .. 8.82 
— £8 
(Nore —This £3.82 is equal 
to £3 plus one year’s interest 
on sinking fund investments ) 
Balance 7s oe of oe 
£98.58 £98.53 
— — 
Balance, unexpired cost ..£90.63 


The balance at the end of each year, shown by an account 
so constructed, is the appropriate balance-sheet value of the 
annuity. The last instalment of the annuity of £8 received 
at the end of the twentieth year will exactly wipe out the 
balance of the constantly diminishing unexpired cost standing 
on the annuity ledger account, and will consist of interest, 
£0.38, and capital, £7.64. In order to avoid minute fractions, 
the annuity in this case is taken at £8 instead of £8.024, 
and the sinking fund at £3 instead of £3.024. 


J fp ee sell 
ofits | 
arn. 
oing | 
§ on 
gard 
» be 
the 
e of 
» on 
\ 
rial _ 
ofa 
put- 
om 
ord 
ent 
50, 
ing 
wn 
nt. 
ns, 
ith 
nt, 
‘ap 
is 
he 
ets | 
of 
off 
nd 
ed 
pt 
its 
he 
be 
us 
ot 
= jl 
e 
g- 
cs 
Y 
al 
y F 
d 
ir 
ot 
n 


THE INCORPORATED ACCOUNTANTS’ JOURNAL.  [Decemssr, 1925. 


Fixep Wastinc Non-Marteriat ASsETs. 


Commercial Goodwill.—This form of exchangeable value 
covers a vast field of rights growing out of all kinds of past 
effort in seeking profit, increase of value, or other advantage 
which may be capable of future profitable development. 
These rights are legally protected under various names, both 
by Statute law and by common law, for the use and benefit 
of the owner. Commercial goodwill may include any and 
all such property as business connection associated with 
names, persons, and places of business, trade marks, patents 
and designs, copyright, and the right to exercise monopolies. 
The exchangeable value of goodwill is based on anticipation, 
and the character of the anticipation always is that the 
owner of any of these rights will earn future profit, increase of 
value, or other advantage in excess of the normal reward of 
any capital and human effort needed to carry on the 
undertaking. 


The question whether or not these rights, growing out of 
past effort in profit seeking, possess present exchangeable 
value does not concern the Legislature, which extends its 
protection impartially to all such rights, whether they have 
present exchangeable value or not. 


Although the value of goodwill forms part of the present 
value of every profit seeking undertaking expected to yield 
future super-profits, yet such value only takes recorded and 
visible form, and becomes a practical financial question if 

_ and when the goodwill of the undertaking has been purchased ; 
that is to say, transferred from one person to another for 
valuable consideration. It is probable, therefore, that the 
bulk of the value actually existing in the form of goodwill is 
not recorded in any financial books or accounts, and thus 
as to the greater part of the subject no question of the 
appropriate balance-sheet value of goodwill ever arises. 
The reason is, of course, that in the majority of profit seeking 
undertakings, whether private or public, the goodwill has been 
created and developed by ability and effort exercised whilst 
in the hands of the original—who are the present—owne:s. 
It is important to bear this in mind, because it materially 
assists in arriving at a true understanding of the nature of 

_ this form of value, which extends far beyond the limits of that 

comparatively small part which is recorded in financial 
books and accounts. 


There is unfortunately at present no common agreement 
on the question of the going concern value of purchased 
goodwill. It is a usual practice to treat the amount paid 
for the purchase of goodwill as representing permanent value. 
It is urged against the writing off of the cost of goodwill—and 
often it is a fact—that the goodwill of a prosperous undertaking 
earning large profits is worth no less now than it was when 
it was purchased twenty or thirty years ago, and the question 
is asked: ‘‘ Why, therefore, should the cost of the goodwill 
be written off?” The answer is that goodwill is the right to 
receive expected future extra normal or super-profit, and that 
this can never arise in perpetuity; it is therefore a right to 
an annuity of unknown amount, extending over an unknown, 
but necessarily limited, period of years. In the case of 
a business with a world wide connection, carrying on a 
prosperous and increasing trade and earning a large amount 
of super-profit, it may seem that there is no reason to place 
any limit upon the period over which the super-profit may 
continue to arise, and therefore, in that case, the value of 
goodwill may be permanent; but this can never be so. 
Payments made for goodwill are represented by nothing 
more substantial than the expectation of future abnormal 
success. There is no backing to show for such payments in 
the form of existing material security as in the case of capital 


invested in buildings, plant, machinery and stock in trade, 
all of which are maintained and renewed from time to time. 


Super-profit can never be permanent because wherever it 
arises there exists a special inducement to others to set up 
rival and competing businesses. Other enemies to the 
permanent maintenance of super-profit are new inventions, 
and the constant changes in public tastes, fashions, and even 
habits. Again, especially in the case of large undertakings, 
the directing ability may deteriorate as time goes on, and this 
will certainly cause the annual profits to fall. The larger the 
undertaking the greater the ability required to direct it with 
success. Great amalgamations may become cumbersome and 
overgrown. In great undertakings it is always a vital question 
to ask how long, in any particular case, will the directing 
and organising ability, so essential to continued success, 
be available ? 


The only sound financial method, then, in dealing with the 
cost of purchased goodwill is to treat the outlay of a definite 


it always is at the time the bargain is made, i.e., money 
advanced out of capital to buy an expected future annuity of 
some estimated definite amount, extending over some estimated 
definite term of years. It will then be clear that—apart 
altogether from what may happen in after years—some 
adequate annual provision must be made, in view of this 
definite bargain, for the expired capital outlay on the cost of 
the goodwill. The bargain may turn out better or worse than 
was expected at the time it was made. If it turns out worse, 
then some provision at least will have been made to soften the 
blow. if, on the other hand, it turns out better than was 
expected, those interested will—notwithstanding the need to 
gradually refund out of profits the share of those profits 
advanced to the vendor of the purchased goodwill—enjoy the 
advantage of the favourable developments of later years, 
just as they would if there had been no earlier purchase of 
goodwill, or just as those interested in another, otherwise 
similar, undertaking enjoy the benefit of favourable and 
unforestalled developments which may take place at any time. 


It is interesting in this connection to compare the cases 
of two undertakings, Band C. B, on its formation twenty or 
thirty years ago, purchased the rights to a then-existing 
connection belonging to an undertaking A. C, otherwise 
identical with B in all respects, had been formed and 
commenced business earlier than B and simultaneously 
with A, whose connection was afterwards bought by B. If the 
present position and future prospects of B and C are in all 
respects identical, the present value of the goodwill of each 
will now be equal in amount, and this may be not less than 
the amount paid for the goodwill bought by B from A 
twenty or thirty years ago. But in the meantime B, having 
received profits, a share of which had, under the terms of a 
definite bargain, been advanced to the vendor, should have 
graduaily refunded the capital cost of that share, or so much 
of the cost as had expired. There is no escape from the fact 
that all or part of the cost of this bargain has in the 
meantime expired and will be found in B’s profits. If no 
annual provision need be made by B, then by parity of 
reasoning C, having an asset of equal value, is entitled to 
treat the amount as profits, and to bring it into account 
under the head of goodwill. This would clearly be to 
improperly forestall the future by appropriating in advance 
the expected super-profits of later years. 


The cost of purchased goodwill is always a wasting asset. 
Shortly stated, the reason is as follows :— 


1.—The magnitude of expected future earnings over 


and above ordinary competitive profits determines the 


amount of capital in the purchase of goodwill as being what — 
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exchangeable value, i.e., the cost of goodwill, and such 
super-profits can never be permanent. 

2.—Therefore, the unexpired cost at any time of 
purchased goodwill is comparable with the remainder 
value of a terminable annuity which diminishes annually ; 
and 

3.—Purchased goodwill is thus always a wasting asset, 
and some reasonable provision should be made on regular 
lines for writing down the cost as it expires. 


As to the period within which purchased goodwill should be 
written off, this will vary according to the circumstances in 
each case, but some definite plan should always be laid down 
and regularly carried out. It is interesting to note that the 
difference between the cost of a perpetual annuity and of an 
annuity for a limited term of years is small. With interest at 
5 per cent. per annum, the cost of a perpetual annuity of 
£10,000 would be £200,000, and the cost of a 60 years’ 
annuity would be £189,292, a difference in cost of only about 
5 per cent. In order to write off this £189,292 in 60 years 
it is only necessary to provide, and accumulate at 5 per cent. 
interest, an annual sum of £535, equal to 5.35 per cent. of the 
annuity. With interest at 10 per cent. per annum the cost of a 
perpetual annuity of £10,000 would be £100,000, and the cost 
of a 30 years’ annuity would be £94,269, again a difference in 
cost of only about 5 percent. In order to write off this 
£94,269 in 30 years, it is only necessary to provide, and 
accumulate at 10 per cent. interest, an annual sum of £573, 
equal to 5.73 per cent. of the annuity. In the latter case the 
annual instalment could, in effect, be easily accumulated at 
10 per cent. per annum interest—if the security representing 
the original cost of the goodwill was issued, as suggested 
below, in some form of 10 per cent. deferred debentures—by the 
simple process of arranging to pay these off by annual drawings. 


As there is no such thing as perpetual goodwill, the present 
custom adopted by limited liability companies of issuing 
share capital in a permanent form, against the cost of 
purchased goodwill, is a very undesirable one. In the existing 
state of the law, which does not offer facilities for repayment 
of share capital, the difficulty might perhaps be overcome by 
issuing that part of the capital of a company which is required 
to pay for purchased goodwill in some form of deferred 
debentures, repayable by annual drawings in future years. 
Applicants for that part of the share capital of the company 
which is represented by the assets other than goodwill might, 
in that case—subject to some better arrangement being 
made—be allotted a pro rata proportion of such debentures. 


There can be no doubt that the balance-sheet value of 
purchased goodwill should be gradually written down on the 
same principle as the balance-sheet value of an annuity, 
which is illustrated above. The most suitable plan in any 
one case will, of course, differ widely from that in another 
case in regard both to rate of interest and period of years 
over which the cost is to be written off. 


Leaseholds.—In dealing with the cost of leasehold premises, 
when it is sought to charge the revenue account with a sum 
to represent the full and fair annual value or rent of premises 
occupied for trade, as a basis for comparing with other 
similar undertakings paying an ordinary annual rental, the 
annuity method, as illustrated above, should be used in 
writing off annual instalments of the cost of leasehold 
premises. The balance of a ledger account so constructed 
will show the appropriate balance-sheet value of leasehold 
property. The amount of the equal annual annuity will, 
of course, be debited to profit and loss as rent, and the 
annually diminishing interest will be credited as interest earned 
on the capital remaining invested in the leasehold property. 


Fioatine Assets. 

Sale Stock.—The soundness of the method of valuing sale 
stock—i.e., stock in trade—at cost or market value, whichever 
is the lower, needs some consideration. Where the market 
value has fallen below cost, the rule is properly applicable 
only where the particular class of stock has suffered 
deterioration which may be reasonably regarded as permanent 
deterioration within the expected normal period of sale of 
that stock. Thus certain classes of goods in the sale stock 
of a draper may have suffered permanent deterioration in 
value because they have been long on hand and have become 
soiled, or because they have gone out of fashion. In valuing 
the stock of a draper, therefore, proper provision should be 
made for the deterioration of goods due to these causes. 

On the other hand, stocks of a fluctuating value, the prices 
of which commonly rise and fall in the market according 
to the state of supply and demand, and which have not 
inherently deteriorated, should be valued at cost. Thus the 
stocks of a dealer in copper or in tin should, in normal 
circumstances, be valued at cost. This is on the assumption 
that the dealer’s stocks are more or less normal in quantity, 
and that they will be marketed in the ordinary course of 
business within the expected period. The principle involved 
is, while not forestalling profits, that provision should be 
made for those losses which may reasonably be regarded 
as being of a permanent nature. 

It may sometimes be justifiable and proper to add annual 
interest to the value of stock in trade, but this practice must 
be exercised with great caution. In valuing the stock of a 
wine merchant’s business, for instance, which includes 
parcels of recognised vintage ports laid down for the purpose 
of maturing, compound interest at 5 per cent. per annum 
may properly be added to the original cost, provided, of 
course, that the process of maturing is going on well; and 
there may be other cases where, in order to arrive at the 
appropriate balance-sheet values, it is proper to add interest. 
It should be observed that in the case of the wine merchant, 
and other like cases, stocks which are intended to be retained 
in hand over a series of years for the purpose of maturing 
are clearly distinguishable from ordinary sale stocks. 
They are not, in fact, intended to be put on the market 
for sale during the maturing period. 


Book Debts and Bills Receivable.—The appropriate balance- 
sheet values of overdue and doubtful debts are the amounts 
estimated as likely to be ultimately received. It is never 
permissible to add interest to overdue debts except when 
such interest is legally recoverable. 


L1aBILITIEs. 

The appropriate balance-sheet values of liabilities are, of 
course, the amounts most nearly approaching to fact, and 
where the amounts are unascertained and contingent, full 
effect should be given to any alterations in position and 
circumstance which may have taken place since the date of 
the previous balance-sheet. 

I intended to illustrate in some detail the fact that, while 
annuities are properly grouped under the head of material 
wasting assets, leaseholds fall under the head of non-material 
wasting assets, but time is up. Shortly stated, however, the 
reason is that the purchaser of an annuity becomes entitled 
to the gradual return to him of the amount of money—which 
is material—paid for the purchase of the annuity together 
with its future annual increase—i.e., interest thereon. The 
purchaser of a leasehold, on the other hand, becomes entitled 
only to the enjoyment of the future annual value of the 
leasehold premises, He gets no return of anything actually 
existing at the time of the purchase of the lease. 
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INDUSTRIAL & PROVIDENT SOCIETIES’ 
REPORT. 


The following is an extract from the report of the Chief 
Registrar of Friendly Societies for the year 1924. Although 
the report is termed 1924 it is explained that it deals with the 
work of the Registrar’s office for that year, which work relates 
to the annual returns for 1923. The particulars are therefore 
those relating tu the operations of 1923 :— 


Arrangements with Creditors. 


During the examination of the 1923 annual returns, a 
number of cases came to notice in which a society had effected 

a compromise with its creditors. The societies involved were 

~ elubs and the procedure is of special interest as, for industrial 
and provident societies, it is somewhat in the nature of an 
innovation. 


In one case a loss approximating to £1,000 was wiped out 
by a composition with creditors of 5s. in the £. In another, 
liabilities of the club were taken over by the firm to which the 
largest sum was owing—the brewers—and were paid off by 
them at the rate of 5s. in the £. In consideration of this 
arrangement, the brewers were given a charge on the club 
premises and their contents. 


Two clubs assigned the whole of their assets to trustees “ee 
distribution amongst their creditors and the deeds of assign- 
ment were registered under the Deeds of Arrangement Act, 
1914. The Registrar is of the opinion that the machinery 
provided by this Act is not available to a body corporate such 
as an industrial and provident society, and after inquiry the 
accountant acting as trustee under the deeds arrived at 
the same conclusion. Returns as provided in the Industrial 
and Provident Societies Acts were accordingly required to be 
submitted to this office as they fell due. 


Appreciation of Assets. 


In many societies, as in 1922, fixed assets were re-valued 
and depreciation written back in order to meet losses on stock 
_ values, chiefly in the boot and drapery departments. Many 
of the societies concerned had reduced or ceased to pay 
dividends on purchases, some had discontinued the payment 
of interest on share capital, and others had suspended the 
right to withdraw capital. 


One large society with fixed assets exceeding £1,000,000 
wrote back depreciation amounting to £30,000. On inquiry, 
this office was informed that, although no professional 
re-valuation had been made, the action taken was fully 
warranted by the extent to which the assets had been written 
down in the past. The surplus resulting from the appreciation 
had admittedly been utilised to pay interest on shares and 
dividends on purchases, but the society claimed that its 
improved trading in 1924 had been due to these payments. 
In this, and many similar cases, it was doubtful whether any 
useful purpose would be served by continuing to raise objection 
to the practice. In some instances, however, there appeared 
to be no possible justification for the course, and matters 
were pressed further. In one instance, at least, it was thought 
desirable to raise objection to a suspense account created for 
a similar purpose, and the following is an extract from a 
letter addressed by this office to the society on the matter :— 


In this society, however, the amount is so large in 
proportion to the share subscriptions and the average 
profit of the society that the Registrar cannot accept the 
return unless he is satisfied that there is some prospect of 
eliminating the suspense account from the returns within 
a reasonable period. It is questionable whether any 
further withdrawals or interest on share subscriptions 
should be permitted, whether indeed a large proportion of 
the share subscriptions should not be at once written off, 
and whether a substantial proportion of futare profits 
should not be definitely set aside until the loss is 
made good. 

A reply stated that the right of withdrawal of share capital 
had been suspended, and that it was hoped to reduce the 
suspense account out of profits as the society was doing better. 


Schedule of Productive Operations. 


In some cases this schedule was not filled in satisfactorily. 
One society omitted to show the productions of its joinery 
department, valued at £29,000. Another failed to include 
carting wages amounting to £3,000, while a third omitted to 
show the value of work, amounting to over £3,000, executed 
on its own behalf. As the schedule provides materia] for an 
important part of the statistics supplied by this office for the 
Labour Gazette it is essential that it should be accurately 
rendered, and the supplementary information was accordingly 
pressed for. 


Shares. 


The return as to members on the front page of the form of 
annual return used for 1923 had been amended to make it 
clear that particulars of shareholding members only should be 
included, and as a result it was necessary in some instances 
for societies to bring forward a corrected membership. This 
was frequently done without explanation, and necessitated 
inquiries by this office. 

In view of the limitation of liability of a member of an 
industrial and provident society to any amount unpaid upon 
any shares held by him, the holding of at least one share 
by each member is implicit in the constitution of a society 
so registered. The position is always clearly established by 
the registered rules, but frequently does not seem to be 
understood by new societies, especially where the nominal 
value of the share is small and is to be forfeited on cessation 
of membership. Further, it is often found that the receipt 
of share subscriptions is at once taken into credit by the 
societies (generally ‘‘ clubs ’’), whereas, until forfeiture arises, 
subscriptions to share capital are a liability to the members. 
In other instances it is found that no shares have been issued. 
In either event societies are instructed by this office as to the 
position, and the returns are amended accordingly. 


Amendments of rules providing for alterations in the 
nominai value of shares are occasionally registered, and 
societies appear to have difficulty in dealing with the change 
in their accounts. A club, for example, registered an 
amendment of rules increasing the share value from 2s. 6d. 
to £1, but the transfer out of reserve to meet the difference” 
was not effected in the return, although a few old members 
were paid out at £1 per share. New members were, however, 
admitted on taking up a share of the higher value, and the 
society showed members holding shares of different values. 
The reserve was subsequently extinguished by losses, and 


It is observed that the balance of loss brought forward | the society found itself unable to regularise the position 
from 1922 and an additional amount have been written off | with regard to the old members. This office suggested that 
to a suspense account. The Registrar is aware that | the rules should be amended to provide for shares of 2s. 6d. 


many societies have adopted a similar course with losses | each ; 


that the old members’ shares should revert to 2s. 6d. 


brought about by exceptionally heavy stock depreciation. 


each ; and that members should be permitted to hold more 
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than one share in order to adjust the shareholding of new 
members to the suggested new value. In reply, the society 
intimated that it would write back depreciation.on its premises 
in order to adjust the share capital to £1 per member. This 
office, however, advised the society to obtain a professional 
valuation of its property before adopting this course. 


Defaications, Deficiencies, &c. 

Where deficiencies have occurred it is the practice of this 
office to obtain full details as to the circumstances and the 
steps, if any, taken against the defaulting officer. In some 
cases it is found that the society has instituted criminal 
proceedings against the late official; in others, that proceed- 
ings have been taken under the Industrial and Provident 
Societies Acts, resulting in convictions and orders for 
repayment of the amounts due. In the cases of prosecutions 
under the Acts the officers in default are liable to imprisonment 
where the order is not obeyed. In a large number of cases, 
however, the societies concerned have not considered it 
worth while to prosecute, or have been advised legally to 
take no action. In other cases action has been taken by the 
Registrar. Usually the amounts involved were comparatively 
small (under £100), but in some instances they were 
substantial. 


Security by Officers and other Persons Handling 
Cash. 

Whenever necessary, societies were urged to obtain adequate 
security in respect of all officers in receipt or charge of money. 
Although provision is usually made in the registered rules for 
such security to be given, many societies fail to take the 
necessary steps until defaleations have occurred. The form 
of rule generally provides for security to be given for such 
amount as the committee of management determine, and 
societies are apt to take the line that the intention of the rule 
is not infringed, if the committee determine that ‘‘no 
amount”’ shall be given. This office, however, interprets the 
rule as one which requires security to be given, but which 
leaves the amount to be fixed by the committee in order 
that it may bear an adequate relation to the cash passing 
through the hands of the officials. This point of view is 
impressed upon societies. Societies frequently overlook the 
necessity for obtaining fresh security on a change of officers, 
or fail to increase the security in proportion to an increase in 
the cash handled. In one case a treasurer held £500 in excess 
of luis security, although it had already been raised at the 
instigation of this office from £1,000 to £1,500. Further 
representations by this office resulted in the security being 
increased to £2,000. Another society, which previously had 
not required security to be given by its secretary, on pressure 
from this office agreed to take out a policy for £1,000. Many 
similar examples might be quoted where, as a result of 
insistence by this office on the need for adequate security, 
policies have been taken out or the amounts previously 
guaranteed considerably increased. It would be well if 
committeemen would appreciate that failure by them to 
enforce a rule requiring security to be given constitutes an 
offence for which they are liable to be prosecuted. 


Several other cases, in addition to the one already referred 
to, have occurred where liability under the guarantee policy 
has been repudiated owing to the failure of societies to conform 
to the conditions laid down in the proposal form, or to proposal 
forms having been incorrectly filled in. Where the rules 
of a society permit only of insurance through a recognised 
guarantee society, and there is difficulty in effecting a policy, 
the society is advised to amend its rules in order to obtain 
security by means of a bond. 


Special Reports by Public Auditors. 

The value of the statutory requirements as to audit is 
emphasised by the number of cases in which the public 
auditors find it necessary to make special reports. Great 
advantage is derived by societies and their members from 
the reforms which follow upon these reports, and they are 
often much indebted to their auditor for his services in this 
direction, although in some instances they fail to recognise 
it. It has even occurred that an unfavourable report resulted 
in another auditor being appointed to replace him in the year 
following the report, which probably reflects but little credit 
upon the officers to whom the members look for guidance. 

The matters to which attention is most frequently drawn in 
special reports were set out in the 1922 report. In addition 
may be mentioned insufficiency of the gross profit on trading 
and faulty methods of stocktaking. A very unusual complaint 
was made by the auditor of a Liverpool trading society, viz., 
that the whole of the receipts given to members in respect of 
subscriptions, entrance fees and share money were in Chinese. 
He recommended that in future the receipts should be printed 
both in Chinese and in English. 

In all cases where a special report has been made it is the 
practice of the office to ascertain what steps have been taken 
in respect of the matters mentioned in the report, and what 
arrangements have been made to prevent the recurrence of 
similar irregularities in future. In many cases it is found 
that the matters reported upon have been remedied, but in 
others remedial measures are taken only after much insistence 
on the part of this office. 

The following is a précis of two interesting reports :— 

1.—(i) Trading was conducted at unremunerative prices. 

(ii) Assets previously valued at £1,125 were revalued 
at the auditor’s request by a competent person 
and stated to be worth £175. 

(iii) Interest on shares paid out of capital. 

On inquiry as to the action taken, this office was informed 
that the society had increased its prices and ceased to pay 
interest on shares. 

2.—(i) A loss has been incurred, approximating to 10s. 
in the £, on the sales for the period. 

(ii) The manager had admitted giving overweight, as 
much as 1% lbs. of butter having been sold 
as a pound. 

(iti) Deliberate alterations had been made in some of 
the receipts, amounts having been added after 
the receipts had been given. 

(iv) A 1921 account had been introduced as a current 
payment. 

The office is still in correspondence with the society. 

In a large number of cases a copy of the Public Auditor’s 
special report was not forwarded with the annual return. 
On inquiry, it was ascertained that in some instances societies 
had failed to retain a copy, and consequently the societies 
were requested to obtain one from the Public Auditor. Where 
difficulty was experienced in obtaining a copy from the society 
it was sometimes necessary for this office to approach the 
Public Auditor. The statute requires that a copy of the 
report of the auditor shall be kept hung up in a conspicuous 
place at the registered office of the society, but it is evident 
that this requirement is frequently ignored. 


Miscellaneous. 
The following points of interest were observed in the course 
of the examination :— 
1.—A society purchased a farm and estate for £4,299. 
In 1913 an injunction was obtained against a neighbouring 
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colliery company for working coal and thereby damaging 
the surface of the estate. The society lost its case on the 
appeal heard in 1922, and thereupon took the matter to 
the House of Lords. A settlement, however, was arrived 
at whereby the company purchased the estate for £25,000. 
Over £13,000 were absorbed in legal costs, the net profit of 
£7,000 being applied in writing down the society’s 
assets. 


2.—The secretary of a club failed to disclose liabilities 
amounting to £140 in order that the accounts might 
show a more prosperous state of affairs. No question of 
misappropriation was involved, but, on discovery of the 
omission the secretary was asked to resign. 


Credit. 


During the trade depression of the last three years, it has 
been the practice of many distributive trading societies in 
Scotland to extend the credit facilities given to members. In 
some instances the amount of credit given has exceeded that 
permitted by the rules, and in one such case the debts of 
members at the end of 1923 amounted to £2,135, as compared 
with about £500 in 1920 and previous years. The auditors 
made a special report on this, pointing out that in nearly 
all instances members’ debts were in excess of their share 
capital. As a result, the rule relating to credit is to be 
adhered to in future so far as members at present within the 
rule are concerned, and in those cases where members have 
been allowed to exceed their limit of credit all future trans- 
actions are to be for cash, and at the same time these members 
are gradually to reduce the amount of their existing debts. 


Reconstruction. 


Owing to heavy losses sustained, a society in Scotland was 
compelled to carry out a drastic reconstruction in 1923. In 
addition to a balance of loss brought forward of about £1,780 
there was a gross loss on trading of £7,300, the latter being 
occasioned mainly by writing down stocks to market value 
and by bad debts amounting to £1,324. The reconstruction 
took the form of writing down the share capital, members’ 
loans and amounts due to merchants (principally the Scottish 
Co-operative Wholesale Society, Limited) by 10s. in the £. 
This represented a loss of £5,800 to the members and £4,890 
to the creditors. 


False Balance Sheet. 


An amalgamation took place in 1923 between two coal 
distributing societies in Scotland on the basis of a balance-sheet 
of one of the societies, the other not having commenced business. 
The society formed by the amalgamation was credited with 
the assets shown and took over the liabilities. After the 
amalgamation had been carried through it was found that 
the balance-sheet had misrepresented the state of affairs, 
and adjustments were necessary in the first return of the 
new body. The auditor, in his special report, stated that 
‘*The society had no reasonable occasion to doubt the 
figures of the bulance-sheet which had been duly certified 
as correct, but it is found that in its most salient 
particulars it cannot now be verified by the books of the 
old society.’ Although the final return of the old society 
showed £728 bad debts written off, it was found necessary 
to write off a further £1,227. To meet this unexpected loss, 
the new ‘society had an independent revaluation made of 
all its assets, resulting in their book values being appreciated 
by £1,028, leaving a net loss of £199 to be written off. 
' Any action in connection with the Public Auditor who 
certified the accounts of the old society was precluded 
by his death. 


“possible to ascertain the cost of an article. 


BPebising a Costing System. 


A Lxcroure delivered before the Incorporated Accountants’ 
Students’ Society by 


Mr. ALBERT CATHLES, O.B.E., C.A. 


The chair was occupied by Mr. J. M. Fauts, C.B.E., 
Incorporated Accountant. 


Mr. Carutxs said: To-night I do not intend to read a 
lecture to you: I want to talk to you. I have not written out 
what I am going to say, but I have a few notes, and I shall 
try and be as consecutive in my remarks as possible. 


What is cost? The cost of running a factory is the total 
expenditure that one usually, in making up a set of accounts, 
puts in the manufacturing, the trading, and the profit and 
loss accounts, excluding of course those items which are in 
effect appropriations of profit. But what is the cost of 
producing any one article that is made in a factory during the 
year? Surely the answer must be: that portion of the 
expenditure which was incurred by the manufacture of that 
article, plus an equitable portion of the other expenses of 
the business. 

A costing system is a method of accounting which makes it 
It is a method of 
accounting which makes it possible to ascertain how much 
each unit of production in the factory has cost to produce and to 
sell; which enables the manufacturer to find out just how, when, 
and where he is making profits or losses; which produces 
evidence of waste, and therefore points the way to economy. 


In the manufacturing, trading, and profit and loss accounts 
of the business the expenditure is shown under many heads. 
One finds materials, wages, stores, salaries, heating, lighting 
and cleaning, repairs, postages, depreciation and sundry other 
expenses. Costing is, after all, only another method of 
analysing all those expenses. Whereas in the ordinary 
financial books one finds all the expenditure under those 
heads, in costing one has to analyse the expenditure under 
three main heads, viz, wages, materials, and overhead 
expenses, and within these main heads under the jobs that 
have been done. The overhead expenses, of course, can 
again be subdivided into ‘“manufacturing”’ and “ selling,” 
and the manufacturing expenses may be divided again into 
‘*machine”’ and ‘‘ general.” 


One cannot sit in an office and devise a costing system for 
anyone; one cannot sit in an office and devise a costing 
system for one business. One has first got to know the business 
for which the system is required. 


A costing system that is suitable for manufacturing a 
certain class of production—for one motor manufacturer, let 
us say—is not suitable for another motor manufacturer, 
because there are differences of lay-out in the factory, 
differences in the machinery, and differences in the methods 
of remunerating labour. And there are many other particulars 
in which one business differs from another business. All the 
peculiar and particular circumstances of a business have 
to be taken into account before a costing system can be 
devised that is likely to be efficient. 


INSPECTION O¥ THE FACTORY. 
Therefore, to begin with, the factory must be visited. And 
it is not sufficient for one just to walk around with his eyes 
shut. He has got to visit every department of the factory, 
every section of every department, every nook and cranny ; 
and even in that wandering round the factory, preliminary 
to investigating in detail, one has got to show some method. 
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One would naturally first of all follow the labour. He 
would act as the workman acts, coming in in the morning 
and going to his department. He would follow through each 
department, acquaint himself with all the processes in each 
department, and see just where, when, how and why every- 
thing was being done. He would also follow the materials 
from the gate to the stores, from the stores to the departments, 
and in all that tour he would be sensing the atmosphere of the 
factory, obtaining some knowledge of what was being done, 
seeing and sensing those particular matters which would have 
to be borne in mind later when he went into greater detail. 


In doing that, one would naturally meet the departmental 
managers, and if one is wise he will make it his business to 
obtain the goodwill of those departmental managers, for there 
is no man who can more quickly mar any system, even the 
best system, than the departmental manager. Without his 
co-operation any system can be rendered futile. 


It naturally follows, therefore, that the accountant, in 
devising a costing system, requires tact—yes, he requires to 
be full of it. And I would say that the second essential in 
the accountant devising a costing system is patience, were it 
not for the fact that one cannot be tactful unless he is patient. 


In speaking of the goodwill of the departmental managers 
I might have said that one way of obtaining it is to drive 
home on these men that the primary object, the primary 
function, of costing is to assist them to manage their 
departments. It is not, as so many technical men imagine, a 
kind of detective business. Costing is not there to show to 
the people up at the top the inefficiencies of the department. 
It is there to show those inefficiencies to each departmental 
manager so that he may take steps to put them right. 
That is the primary object of a costing system. 


A costing system must be devised to fit the business. It is 
no good devising an ideal costing system if the organisation 
of the personnel in the business is not ideal. It would take 
too long to-night to go into detail on the question of 
organisation, but, briefly, I would say that the personnel of a 
business should be organised in accordance with the main 
functions of the business. In a manufacturing business the 
following may be taken as the main functions :— 

(a) Purchasing of the raw materials, stores, &c. 
(b) Manufacturing. 

(c) Selling. 

(d) Accounting. 

(e) Secretarial. 

Each of those functions should be in charge of one man, 
and that one man should be responsible only to the head of 
the business; and under each of those heads, again, the 
subordinates should be each responsible only toone man. No 
man can be responsible to two masters in a factory any more 
than he can be elsewhere. Therefore one must pay some 
attention to the organisation; one should organise the 
business on the personal side if the costing system is to have 
a chance to be efficient. 

Wages. 

The elements of cost are three in number, as I have said— 
wages, materials, and overhead expenses—and naturally one 
has got to tackle those elements one at a time. And in 
taking wages and materials one has to go further back than 
that point in the wages system, or the materials system, where 
costing actually begins. Costing in the wages system only 
begins at the point where the record is made in the shop of 
the time spent by each man on the job on which he is 
working. But in order to ensure that the costing system, so 
far as wages are concerned, is efficient one has to get at the 
whole root of the wages system. 


The essentials of a good wages system, one might say, are 
six in number :— 

1.—There must be no ‘‘dead heads”’ on the pay roll, 
no names of fictitious people, or of men who were once 
engaged but are no longer employed. 

2.—Only time which is worked should be paid for. 

3.—There must be efficient control over wage increases 
by promotion. 

4.—There must be provision for the proper recording of 
the discharge of workmen. 

5.—One must see that the workers are duly paid the 
wages that they earn. 

6.—A proper record must be made of the time worked 
and the wages earned on each job. 


How Recorded and Controlled. 

Wages are primarily based on the labour records, and one 
must go right back to the methods of engaging labour. 
Labour is usually required by a foreman. He receives orders 
for production, finds that he requires additional men, and 
makes a demand for the necessary labour. That demand 
should be in proper form. It should be in writing, and 
addressed to the works manager’s office, or to that section of 
the office that attends tothe engagement of labour. It should 
be handled by the works manager (or, in a large concern, by 
the planning and progress section of the office) in order that 
he, with his better knowledge of the requirements of the 
factory, may say whether the foreman’s demand is reasonable 
or not. Ifit is ‘*O.K.’d”’ by him it is passed through to the 
labour office, and the men are engaged. Again, a record of 
that engagement must be passed to the foreman who wants 
the labour, and a record must also be passed on to the wages 
office in order that they may have the information which will 
enable them to place the workers’ names on the pay roll. The 
wages office also would receive a copy of the original demand, 
**0.K.’d”’ by the works manager, as their authority for 
placing new workers on the pay roll. 


In order that one may be sure that payment is made only 
for time worked, one would have to visit the time office and 
see the method of recording the time. Most of you are 
familiar, no doubt, with factories, and will know that the two 
most common methods of timing men are by dises and by 
clocks. In the case of discs, each worker has his number, 
which is allotted to him when he is engaged. On a board 
near the entrance to the factory—or in a large factory near 
the entrances to the various departments—there hang discs, 
each bearing the number of a worker. ‘The worker, on 
arriving, lifts his own disc and drops it through a slot into a. 
box in the time office; that box is in the charge of the 
timekeeper, who is inside the office, and he records the time 
when that particular worker drops in his disc. The box may 
be cleared every quarter of an hour, or every half hour, or it 
may be that the gates are shut at a convenient time, and the 
box in that case need ordinarily only be cleared once. 


The timekeeper has to make a record of the worker’s arrival 
on the time sheet, which is specially ruled for the purpose, 
and at the end of the week that time sheet is passed on to the 
wages Office, where the hourly rate of pay of the worker is put 
down beside the number of hours he has worked, and the 
amount of wages he has earned is calculated and inserted. 


Where clocks are used—‘‘time recording clocks” they are 
called—-they will again be found either near the factory gate 
or near the entrance to the department. The worker comes in, 
takes from a rack beside the clock the card which bears his 
number, drops it in a slot in the clock case and presses a 
lever, thereby recording on his card the time of his arrival. 
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Thereafter he places the card in a rack on the other side of 
the clock, and it is there waiting for him when he goes out at 
dinner time or in the evening, when the process is reversed. 
Thus there is an automatic check on the times of arrival] and 
departure, from which can be deduced the hours spent in 
the factory. 

Whether the recording is done by discs or time clocks, it is 
very necessary to see that the recording is properly supervised. 
It should be so arranged that, once having passed the time 
office where the recording is done, it should not be possible 
for the worker to get round and pass it again. There should 
be sufficient supervision to see that he does not lift two discs 
as he comes in in the morning—his own and that of a friend 
who is coming half an hour later—or that he does not record 
time on two cards. All these are little details, which have to 
be looked at in order that one may be sure that wages are only 
paid for the time that a man is in the factory. 

Wage rate increases on promotion: The recommendation for 
an increase would probably come from the foreman; it would 
go to the wages office through the works manager, without 
whose ‘‘O.K.” it would not be accepted by the wages office. 

Discharges : Again, written notice should go through to the 
labour office and to the wages office, indicating what man is 
being discharged, his number, the reason for his being 
discharged and the time of his discharge—the latter so that 
his wages may be calculated up to the time he ceases work. 

Due payment of the wages earned: This is rather an 
important point. The pay roll has to be made out from the 
time sheets or clock cards, and one must see that the checking 
of it is efficient. After checking, it is passed to the cashier 
for the make up and payment of the wages. (The wages office, 
in a proper organisation, comes under the accountant, the 
cashier under the secretary.) Now one has to see how the 
money is made up (whether it is put into tins, or envelopes, 
or paid loose), and to decide whether the method employed is 
the best and most economical way of doing it. Wages are 
usually paid once a week and the cashier cannot have a staff 
doing nothing for three or four days in the week, as it would 
probably take only one day to make up and pay the wages. 
He has, therefore, to borrow staff in order to make upand pay 
the wages, and he will borrow it from the accountant’s office. 
One must be satisfied that the system is such that no clerk 
who calculates the wages of a worker makes up his pay, or 
that no clerk who calculates the wages of a worker actually 
pays out the money. 

In: accounting and in costing, the system has got to be 
such as will prevent fraud—it is not to detect fraud—and 
therefore it should be so devised that it will remove temptation. 
The employee, seeing checks and controls, knows that be 
cannot get away with anything and therefore is not tempted. 
There comes a time in the life of almost every man when, 
through illness or other troubles, he is short of money, and 
if the temptation is there then I maintain that the employer 
is more to blame than the man if the man falls under the 
temptation. In regard to wages, therefore, we have to be very 
careful that there is not the opportunity for any wages clerk 
to make on the pay roll a miscalculation in favour of a man, 
or to insert a man’s name on the pay roll who is not engaged 
in the works, and to make up the money and pay it out to the 
worker. 


out, but none of them should do more than one of the three 
operations for any one worker. 
How Allocated to Production. 


_ Now, as to the method of placing work in the shops. That, 
of course, is the function of the works manager, who issues 


what is called a works order, which bears the order number | 


Every wages clerk may be doing the three operations | 


of preparing the pay roll, making up the money and paying it ' overhead expenses, and if he is going to use machine rates he 


and the date, the description of the work to be done, where it 
has to be done, when it has to be done, on what machines 
it has to be done, and what material has to be used, so that the 
foreman getting the order knows exactly what he has to do. 
That order number is the number to which all hours worked 
by the men will be charged. 

In every factory there must be those definite orders for 
production ; but, in addition to the operations on production, 
there are many duties performed by men who are on the 
pay roll but are not working directly on production, such as 
power plant, repairs, cleaning, gate keeping, &c. The time 
of all those men has to be taken into account just as in the 
case of those engaged on productive work. It is not 
uncommon for that work to be called ‘‘ unproductive,” but 
personally I hate the term “ unproductive work "’; all work 
is productive. I would prefer to describe that work as 
‘*general service work.’’ For each class of that work, there 
must be provided numbers to which the time spent on the 
work may be charged. There is not time to go into detail 
on this matter, but I might just say briefly that for the men 
engaged on power production for heating and for driving 
machinery there might be one order number, to which year 
in and year out would be charged the hours that they 
worked. The gate keepers would possibly have another 
number. In each department there would be general labourers 
whose time cannot be charged to any definite item of 
production, so there would be a standing order number for 
that work for each department. Therefore, whereas the 
productive worker charges his time to a works order number 
and each job that he does has a different number, it may be 
that the man engaged on general service work would constantly 
charge his time to one standing order number. 

In discussing the question of wages, we have now got to the 
stage that we have seen that the time spent in the factory and 
the wages earned by the men have been duly paid, but we 
have not discovered how the time spent on each job is going 
to be recorded, and it will be appreciated that that work can 
only be done in the shop, or department, where the work 
itself is actually performed. A form has to be provided—it 
may be for each man for each day—on which the record can 
be made; or it may be that it will be for each man for a 
week, or for a gang of men for a day or week: that will 
depend on circumstances. Generally it is preferable to have 
the record made daily and passed through to the wages office 
and the cost office daily, because with a weekly form, especially 
when the recording is left to the man himself, the worker is 
apt to leave the filling up of the form until the last night of 
the week and then scratch his head and wonder what he has 
been doing. A record made under those conditions is not 
worth having. 

But whatever the form, however often it is made up, or sent 
in, the record has to be certified by the foreman in order to 
show that the man has spent that time on the particular jobs 
specified. The form, whatever its design, should show the 
date, the works order, or the standing order number, or 
numbers, a description of the work or operation, the worker’s 
name and number, and the hours worked. It should provide 
two further columns for use in the wages office, showing the 
rate of pay and the amount. : 

But before finishing with this form one has to look at the 


should also provide on the workers’ forms for a record of the 
machines used on each job and the number of hours each 
machine has been so used on the job. 


Time Sheets. 


Those records go tbrough to the wages office, and the first 
thing that has to be done with them there is that they have to 


i 
ee — 
| | 
: : 


o ar 2e@ 


a a ae ee a ee 


Decemser, 1925.} 


THE INCORPORATED ACCOUNTANTS’ JOURNAL. 118 


be agreed with the timekeeper’s record (if timekeeping is by 
discs) or with the clock cards, in order to ensure that al] the 
time that is credited to a man for pay purposes has been 
charged up to definite works orders or standing orders. The 
time sheets from the shops go through to the wages office and 
each sheet is priced out with the man’s bourly rate and the 
wages charges to the jobs are ascertained. At the end of the 
week, in order to find out how much of the wages has been 
earned on each particular job, all that has to be done is to 
list from these time sheets from the shops the various amounts 
of wages which have been debited up to each job, works 
order or standing order. (There, again, we have a chance of 
seeing whether it is more efficient to make tbat summarisation 
by the old method of pen, ink and paper, or whetber it would 
be more advantageous to employ oflice machinery. I mention 
that merely to give you some food for thought; I have not 
time to go into it in detail.) The works order wages are the 
direct wages charge to production; the standing order wages 
form part of the overhead expenses of the department in 
which they are earned. 


If the posting of the wages cost is done to each cost account 
weekly, the wages cost of any job to any date is readily 
ascertained and watched, and the total wage cost is known 
very soon after the job has been completed. 


MaTERIALS. 

For the purposes of costing it is necessary to find the cost 
of the materials used—not the materials purchased—but if 
the system is to be eflicient it will be necessary to study the 
methods of purchasing materials. The buildings where the 


materials are actually stored are the centres from which all ; 


the activities radiate, and consequently our investigation 
would probably start there. The first thing we would 
inquire is: Does the storekeeper have any knowledge of the 
quantities of materials he has in stock? The storekeeper 
should be responsible for the receipt, the custody and the 
issue of all materials, and he can only be held responsible if 
some record is made of what comes in and what goes out. 
Such a record may be made on stock cards—one for each class 
of material handled—-which would record what comes in and 
what goes out, and the balance that ought to be in hand. 
Unless a storekeeper has some knowledge of the quantity of 
material he bas on hand, and of the quantity that is likely to 
be required, he runs the very serious risk of not being able 
to supply the productive departments of the factory when the 
supply is demanded; therefore one has to ensure that there 
are certain levels fixed for each class of material—a maximum 
beyond which stocks should never rise, beyond which purchases 
should never be made (necessary in order that capital may 
not be needlessly locked up in excessive stocks) and a minimum 
below which the stocks should never be allowed to fall, that 
minimum being fixed according to the quantity likely to be 
required during the period it takes to replenish stock. ; 


These maxima and minima should be fixed by the works 
manager, or by his planning section. With their detailed 
knowledge of what is likely to lie ahead of the works they 
should know how much material is likely to be required. The 
purchasing department can inform them how long it will take 
to replenish stock at any time, and these maximum and 
minimum quantities should constantly be under revision as 
the various classes of output rise and fall. 


Purchase Requisitions. 

When the storekeeper sees any class of material getting 
down to the minimum, it is up to him to inform the purchasing 
department, and he will do so by purchase requisition, which 
will go through the works manager. That requisition will 
indicate the quantity of stock on hand, the minimum quantity, 


‘the maximum quantity, and of course the class of the stock 


that requires to be replenished. That will be sent through 
the works manager's department for them to “‘O.K.”’ it. It 
is not up to the storekeepers to say where the purchasing 
department is to obtain the stock: that is the function of the 
purchasing department, and the purchasing department must 
not have its hands tied as to the source of supply. 


The purchasing order will go in triplicate—one copy to the 
accountant, one to the stores, and one would be kept by 
the purchasing department. The accountant would receive 
his copy so that he might know, when the invoice came 
in, that that purchase had been properly authorised. The 
storekeeper requires a copy to indicate to him the quantily 
that has been ordered, so that he knows what to expect. The 
copy kept in the purchasing department is for their own 
record. 


The next thing to see is that these materials come forward— 
that they come into stores. Again, some record has to be 
made of them; some record of their arrival. Thatalso should 
be in triplicate, and it should be made daily. It should give 
the name of the supplier, the class of the goods and the 
quantity, and state whether the quality is up to standard. 
One copy should be retained by the storekeeper as his 
chronological record of receipts,.one copy should go to the 
accountant to complete his information and enable him to 
check the invoice, and one copy to the purchaging department 
in order to indicate that what that department has purchased 
has actually come forward. From the copy which he retains 
the storekeeper will post up his stock cards as to receipts. 


Stores Issues. 

Now we come to the issue of materials from stock, and from 
here on I would like you, while I am talking, to think of the 
stores building as a bank, and of the storekeeper as a banker. 
The stores building actually should be in the nature of a 
bank, having a barrier beyond which nobody is permitted to 
pass, except the storekeeper and his assistants. 


When material is required by one of the departments, the 
foreman again is the man to demand it; he has to sign an 
order to the stores to get that material—it is usually called 
a requisition. That requisition might be likened to a cheque, 
the works order to the customer, and the foreman to the 
person authorised to sign the cheque. He sends that 
requisition out by a messenger to get the material, and just 
as in presenting a cheque at the bank one has to endorse 
it, so the messenger would sign the requisition as having 
received the material. The requisition should bear the date, 
the job number (that is, the works number or the standing 
order number), it would show the class of material and the 
quantity required, and it would contain two columns (for the 
use of the accountant, to whom it would eventually get 
through) for the price of the material and the value of the 
quantity issued. These requisitions we should have to see 
were all serially numbered, in order that the accountant who 
has to summarise and analyse them may be sure that every 
requisition issued from the shops eventually reaches him. 
Requisitions should be prepared in triplicate ; one copy would 
be retained by the foreman and two would go to the stores, one 
of which would be endorsed by the man receiving the goods 
from the storekeeper; the endorsed one would eventually be 
sent through, at the end of the day, to the accountant in 
order that he might carry on with his pricing, analysing and 
summarising. The accountant in turn would control the 
storekeeper by keeping a stock ledger, in which would be 
accounts which would practically be duplicates of the stock 
cards kept by the storekeeper. In addition, however, these 
ledger accounts—one for each class of material— would contain 
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values as well as quantities. The receipts would be entered 
up in the stock ledgers from the goods received sheets as to 
quantity, and from the invoices as to value. The issues on 
the requisitions would be priced from the stores ledger and 
the values extended; and just as in the case of time sheets 
coming from the shops, the values would be summarised 
under the job numbers—the works order numbers and the 
standing order numbers. 


Surplus Material. 

In addition to issues there are other operations with 
materials. For instance, when a job is finished surplus 
material may be left in a department. That material has 
either to be returned to store, or transferred to some other job 
where it can be used. If it is returned to store the foreman 
will send in a ‘‘ Returned to Store” note. That note would 
contain identical information with the requisition—that is, 
the date, the job, the material and the quantity—but with 
this addition, that it would contain also a notification as to 
whether the material was good material or scrap material. 
Transfer notes would be used where the material is transferred 
from one job to another, but the transfer note itself does not 
require to go to the stores. The goods do not go into store, 
and therefore the storekeeper has nothing whatever to do with 
them, and no responsibility. The transfer note forms a debit 
note to the job to which the material is transferred and a 
credit note to the job from which the material is transferred, 
and the man who is on the job to be credited will be the one 
to see that it gets through to the accountant. Finished 
products will go to the store, with a record of what job they 
are arising from and what they are. 

Before we leave materials I might touch on the question of 
stocktaking. One knows the chaos that is caused by an 
annual stocktaking, and one should therefore do all that is 
possible to eliminate the waste of time that it involves. That 
can be done by what is generally known as continuous stock- 
taking. An audit staff, under the accountant, is constantly, 
year in and year out, going round the store, checking 
physically the quantity of material that is there with the 
quantity which the stock cards and the stock ledgers say 
should be there. If a check is made of each item in stock 
three or four times a year, one will find that at the end of any 
financial period the stock on. hand as shown in the stock 
ledgers may reasonably be accepted, thus eliminating all that 
chaos and waste of time which annual stocktaking involves. 

I mentioned to you that the accountant gets a “Goods 
Received” sheet, showing the quantities of materials that 
have arrived and that they are of the proper quality. I 
mentioned also that he got a copy of the purchase order, 
showing the materials ordered, and with these two he has all 
the information he requires to pass an invoice. No invoice 
should ever be allowed out of the hands of the accountant. It 
is an accounting document pure and simple. It is for the 
storekeeper to report to the accountant the goods coming in. 
The accountant, with that report and with a copy of the 
purchase order, has sufficient information to enable him to 
check the invoice and certify it for payment.- The whole 
history of any transaction can be traced from any one of these 


- documents at any time if each is referenced to the other two. 


OverHEAD EXPENSEs. 

We have now reached the end of our discussion on wages 
and materials. We shall find, of course, that some of the 
materials are charged up to works orders and others to 
standing orders. These standing order materials form part of 


the overhead expenses of the factory, and in properly kept 


financial books should be transferred to their appropriate 
expenses accounts. The overhead expenses, together with 


direct wages and direct materials, will be found in the 
manufacturing, trading, and profit and loss accounts. But, in 
addition, there will be found in these accounts such items as 
taxes, reserve for debenture redemption, &c., which are 
appropriations of profit and not part of the overhead expenses 
of the business. The overhead expenses include rent, rates, 
salaries, depreciation, repairs, and all the other multitudinous 
expenses, and it will be appreciated that it is quite impossible 
to say how much of any one of these items is incurred 
because of any particular job. They are, however, items of 
cost, and they have to be allocated. The allocation must 
be done in an arbitrary manner, but an arbitrary manner 
may be a fair manner—fair not in the sense that a job on 
which there is going to be a big profit will bear a big 
proportion of the expenses, but fair in the sense that each 
job will bear an equitable proportion. 

Costing results to be useful must be prompt. It is no good 
getting out costs two months after the finish of a job. It 
might be useful for repetition purposes, but the primary 
function of costing is to enable the departmental managers to 
run the business, and to show them that there had been a 
waste of time three months previously would be of no interest 
whatever tothem. What interest would a worker take if a 
foreman said to him: ‘‘ This is October, but in July you took 
ten days over a job when you should have taken eight.”’ 

- The actual overhead expenses of a business can be 
ascertained for any period. One can ascertain them for a 
day, but it would not be economical to do so; generally it is 
accepted that each month is as often as one should get them 
out. But if one is going to allocate the actual expenses for a 
month over the jobs done during the month, the costs will be 
on the average six weeks late, because it will be very nearly. 
the end of the following month before the expenses can be 
ascertained ; therefore, if costs are to be prompt the overhead 
expenses must beestimated. That sounds a risky thing to do, 
but it is not risky. One can budget for the expenses of a 
year ; one knows what the expenses for the past year were, and 
one can set them out in detail—salaries, advertising, &c. 
One can then make adjustments to meet altered conditions, 
and estimate what the expenses are going to be this year, and 
if there is only a monthly control, by comparison of the 
estimate with the actual— and if the overhead expenses rates 
are adjusted when adjusiment is called for—there is no risk 
in estimating. . 

Allocation of Expenses. 

Once the estimate is made under each of the expenses heads 
it is divided between selling and manufacturing. Advertising 
is purely a selling expense. Salaries—well, the salaries of the 
sales department are so much; and so on, item by item, 
allocating as between selling and manufacturing. Then the 
manufacturing expenses are allocated over other departments, 
so much to this department and so much to that, again 
item by item. 

Having got at the departmental overheads, how are we 
going to spread that total over the jobs in the department? 
Generally, there are six common ways of spreading overhead 
expenses: (1) A percentage on the direct wages; (2) A rate 
per man hour; (3) A rate per machine hour, rather favoured. 
by some American concerns and American accountants ; 
(4) A mixture of machine-hour rate and man-hour rate; (5) 
On the basis of the output; (6) A rate per cent. on the . 
prime cost. 

The percentage on direct wages method would be sound 
provided that all the work was hand work and that there was 
a flat rate of wages in the factory—a condition rarely found. 
A rate per hour, i.e., on the direct time, would also be sound 


where all the work was hand work. It does not matter how 
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the wages fluctuate. A rate per hour on machine time would 
apply if all the work was machine work and the overhead 
expenses were reasonably divisible between the machines in 
constant proportions. A mixture of the machine-hour and 
the man-hour rates would probably be the soundest in most 
factories where there were both machine and hand work. A 
rate per unit of output would only be applicable where the 
class of output was always the same, and where the time that 
the jobs were in progress depended not on the efforts of the 
men, but on some chemical or other process. A rate per cent. 
on prime cost can never be sound. 

If I am a manufacturing jeweller and am making a certain 
article in silver and the identical article in platinum, the 
amount I would have to charge to the platinum job on the 
prime cost basis would be several times as much as I would 
charge the other. To allocate on the basis of material value 
would turely be unsound. To allocate on the basis of direct 
wages is seldom sound; a combination of two wrongs never 
yet made one right. 

Where the machine-rate metho? is employed for the 
machine expenses, the machine expenses may be held to be 
the rent and rates applicable to that portion of the department 
which is occupied by the machine, including sufficient space 
around the machine to carry on the work, and a reasonable 
division of the spare space in the depariment; the power 
consumed by the machine; the depreciation of the machine; 
and the repairs and maintenance oi the machine. These are 
all purely machine expenses, and should be borne by the jobs 
that are done on the machines. These expenses should be 
spread over the machines in the department, and dividing the 
machine expenses of each machine by the estimated number 
of hours that that machine will run in a year will give the 
machine hour rate. In applying the machine overhead 
expenses to a job, one would multiply the particular rate for 
the machine used by the number of hours that that machine 
was used on the job. 

Now, which method are we going to use? I have said that 
the direct wages method is generally wrong; but there are 
some cases in which it has to be adopted. It is the most 
common method of ascertaining overhead expenses in this 
country to-day, probably because it is the simplest. But it is 
rarely sound. There are many cases in which something 
better could be done, but one does come up against cases 
where what one knows to be an unsound method has got to be 
employed because a sound method is impracticable. We have 
five methods which are more or less sound, and we have one 
which is unsound; which of these five methods are we going 
to adopt? That will depend upon circumstances. We have one 


department doing all hand work; the man-hour rate is the | 


best there. We have another department running machinery 
and hand work combined, or machinery only ; well, let us put 
it on to the mixture of machine-hour rate and man-hour rate. 
It may be, before we have drawn up our complete scheme, we 
shall have one method of spreading our overhead expenses in 
one department and another method in another department ; 
it does not matter if we vary, as between departments, our 
method of applying these overhead expenses. Whichever 
method we adopt, if we are going to do it on the estimated 
basis, so soon as we have the wages cost and materials cost of 
a job we can get the complete cost. But whatever method is 
adopted, it has to be controlled month by month by comparing 
the estimated expenses with the actual expenses, and the 
hourly rates and the percentages have to be constantly 
watched and, when necessary, adjusted. 


REconcriLIATION wiITH FinanciaL Books. 
Now as to the method of keeping the cost accounts. Shall 
we keep them by double entry, or merely in memorandum 


form? As accountants, we should naturally incline to the 
double entry system. Then the overhead expenses conirol 
would be obtained automatically, for there will be an ‘*‘ over- 
head expenses account ’’ for each department, which will be 
debited with the actual expenditure of that department and 
credited with the amounts charged out to the various cost 
accounts. As to reconciliation with the financial books, if 
we have it on double entry, that also will be automatic. We 
are bound to find a small difference at the end of the year. 
Our profit and loss account in our cost books will not agree 
with the one in our financial books, because of overhead 
expenses under or over-absorbed. We do not adjust overhead 
expense rates backwards, we always adjust forward; but that, 
in a proper system, should not cause a material discrepancy 
between the financial and cost books at the end of the year. 


If we run our cost accounts on a memorandum basis, then 
we will control our wages with the direct wages account in 
the ledger. But how many businesses keep a direct wages 
account in the ledger? Every business should do so, and 
should transfer all the standing order wages to the proper 
general service accounts, in order to give a control month 
by month and year by year of the cost of gate-keeping, of 
supervision, and of repairs and maintenance, &c., insiesd of 
leaving them, as many businesses do, merely in ‘‘ wages.’’ 
The materials charged to the cost account should in total at 
the end of the year agree with the materials used amount 
in the manufacturing account; the overhead expenses should 
agree approximately with the total of the other items, always 
excluding, of course, those items which appear in the profit 
and loss account as expenses, but which are in fact 
appropriations of profit. 


Now, it is impossible in the course of a short talk like this 
to cover more than a part of the ground to be traversed in 
the formulation of a complete costing system, and I do not 
pretend that I have drawn your attention to all the details of 
the matters to which I have referred. I have, however, 
endeavoured to present the subject in such a way as to give 
you some idea of the main principles, and I hope I have shed 
a little light on what was perbaps to some of you a somewhat 
dark and unknown section of the work of our profession. 


The Cuarrman: Mr. Cathles bas given us so lucid and 
interesting an address on a nascent branch of the accountant’s 
profession, known under the compendious title of ‘‘ costing,’ 
that it will, I hope, lead to an interesting discussion. 
Unfortunately, we have not very long to discuss this matter, 
therefore | would ask members to kindly rise at once and deal 
with Mr. Cathles’ paper. 


Mr. F. Nea: I should like to ask the Lecturer what he 
considers the best method of charging out the materials to 
a job—whbether at the current market value, thus getting 
profit or loss on the purchase, or at the actual cost of the 
materials when they are purchased ? 


Mr. W. A. Westacorr Manaton: Would the Lecturer 
kindly give us his opinion with regard to how he would treat 
items of interest ? 


Mr. Luewe.tyn: I think Mr. Cathles stated that where the 
accounts are kept on the double entry basis the overhead 
expenses account should be debited with the actual expenses 
incurred. Presuming that the financial books are kept 
distinct from the cost accounts, I cannot follow where the 
credit would be taken for the actual overhead expenses in the 
cost accounts. 


Mr. H. $8. Conen: I should like to ask the Lecturer how he 
would treat stores—whether he would advocate a te 
stock register? He has referred to stores somewhat fully, but 
his reference seemed to me to be to raw materials. I should 
like to know how the materials at the end of the year or 
other period could be reconciled, seeing that the finished 
stock would have a different value? 
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Mr. Wiit1am Srracuan, Incorporated Accountant: I shail 
only say a few words because the time is getting late, but I 
should like to congratulate Mr. Cathles on the very explicit 
way in which he has put this subject before us. He has 
given us what is sometimes not given on a subject like this - 
a useful lecture—and he has also displayed one of the virtues 
which he advocated, viz, patience. It takes a great deal of 
patience to go through a subject like this in the way he has 
done, and he has certainly made himself clear. Now, in 
dealing with costing, I think the first thing is to have the 
apy, of costing in one’s mind, and the next is, as 

r. Cathles said, to have an intimate knowledge of the 
working of the actual business. Without the latter it is 
quite impossible to instal any system of costing. He referred 
to the stores accounts, and I think he will probably agree with 
me that one of the most difficult things to deal with in 
costing is the record of stores—that is, keeping a stores 
ledger that will be quite satisfactory. The difficulty is to 
know into how many different sections to divide the stores, 
and how to bring them into specific categories and headings 
for identification. In some businesses that is easy, but 
in others it is exceedingly difficult. Another important point 
is how to obtain speedy results. Without this, costing is of 
very little value. The results must be got in the way Mr. 
Cathles pointed out—first, by estimating the overhead charges 
and afterwards correcting them month by month. I should 
also like to point out the necessity, in dealing with the subject 
of costing, of distinguishing between stock and stores. I 
imagine that is what a speaker referred to justnow. I think 
it is very important to confine the term ‘‘stores’’ to raw 
materials, as distinct from manufactured stock, otherwise one 
is apt to get confused. If that is done it is much easier to 
follow exactly what is being referred to. The Lecturer said 
that when goods were manufactured they were passed back to 
the storekeeper. Is it the intention that the manufactured 
goods shall be kept by the same storekeeper and in the same 
store room as the raw materials? If not, how are they to be 
dealt with? I have very much appreciated Mr. Cathles’ 
lecture, and I am sure it will be most useful to the students 
who have not yet had the advantage of the experience and 
insight that Mr. Cathles has had. 


Mr. J. Scorr Moorg, Incorporated Accountant: We have 
had a very interesting lecture this evening, but Mr. Cathles 
dealt entirely with factory cost accounts. There are, 
however, many other branches, one in particular, viz, cost 
accounts of contractors in construction works. It seems to 
me that that branch has not progressed as fast as it should 
have done. At present the two objects in view appear to be 
to see whether they have made a profit on a particular 
contract, and to get data for the next tender they have to 
put in. I think that much more elaborate and useful costs 
could be devised. A contractor ought to be alle to ascertain 
whether he is going to make a profit, so that he may alter 
his procedure if necessary. At the present time very few 
contractors are able to do that. I do not know whether the 
Lecturer has had special experience of contractors’ accounts. 


Mr. C. Hirst: I should like to know the best method 
of dealing with the over absorption or under absorption of 
overhead expenses. There are certain cases where 
establishment charges have to be estimated, and sometimes 
those estimates are rather wide of the mark, with the result 
that at the end of the year there may be a balance of 
£10,000 or more that has to be taken out of the cost accounts. 


Mr. V. H. M. Bayzey, Incorporated Accountant: May I ask, 
in cases where machinery is used, how the wages in connection 
with that machinery are going to be reconciled with the 


pay roll? 


The Cuatrman: I would like to express my thanks to 
Mr. Cathles for the very lucid way in which he has dealt 
with this subject. Mr. Scott Moore has pointed out that the 
lecture is confined almost entirely to factory costing. I take 
it, however, that the broad principles of costing are applicable 
in a very large number of industries, and what Mr. Cathles 
has brought out are the main principles which should guide 
us in their application to all sorts of industries, be they the 
old industry of agriculture or the wireless inventions of to-day. 
Had the opportunity served, I should like to have called 
Mr. Cathles’ attention to the desirability of not considering 


costings as based on three factors only, viz, wages, material 
and on-cost, but that we should consider wages from the point 
of view of machinery labour cost and manual labour cost. 
It is very necessary to ascertain in certain cases whether 
production by means of machinery is more economic than 
by means of manual labour. I join with Mr. Strachan in 
emphasising the necessiiy of differentiating between stocks 
and stores ; I think that is really fundamental in any effective 
costing system. As to the necessity of co-operating with the 
managers, I am completely in accord with the Lecturer. I 
think we, as accountants, in fuiure will have to co-operate 
with the technicians of industry more than we have done; 
we shall have to consider what are the units of costs, the 
ascertainment of which will be most beneficial to those 
engaged in an industry. Of course, one cannot talk much 
about a subject that is still sub judice, viz, the abolition of 
cost accounting in the Army, but I would point out that the 
original committee, of which I had the honour of being a 
member, took very strongly the line that accounts of the 
Army must be kept on a costing type basis for the benefit 
of the commanding cflicers of the regiments. In other 
words, that accountants were, to that extent at any rate, 
in the same position as the accountants of a commercial 
firm. As this question is one which will probably loom 
largely in the public Press ere long, I will not deal with 
that matter further. I quite agree with Mr. Cathles that 
the great aim of the accountant should be to prevent and 
not necessarily to detect. Judgment as to the services of 
accountancy from the point of view of detection seems to me 
as absurd as it would be were the police force to be judged by 
the number of people convicted for robbery or theft. We 
should endeavour to aid and assist the management to see the 
most econumical methods of production, and also to assist in 
various ways in the development of industrial operations, 
many of which are at present carried on in a very costly 
manner. Costing must be applied not only to manufacturing 
industries, and to productive industries such{as agriculture, 
but there is a wide field of costs in connection with transport, 
marketing and distribution which have to be looked into very 
carefully. In these you have a wide and uncharted sea of 
unknown expenditure. You get a great difference between the 
price obtained by the producer and the price charged to the 
consumer, and it is very often due to non-economic methods 
of distribution. I must not detain you longer, but I would 
like to express again my thanks to Mr. Cathles, and I will 
now ask him to reply. 


Mr. Caruurs: The first question put to me was as to the - 
price at which materials should be charged in the cost 
accounts—whether at the cost of acquisition, or the cost of 
replacement? I would undoubtedly say that, as we are out to 
ascertain the true cost of a job, we should charge materials in 
the cost accounts at the actual cost of acquisition. With 
regard to interest, there is no subject upon which costing 
experts are more divided than on the inclusion, or exclusion, 
of interest. Briefly, I hold that where costs are got out 
merely for the purposes of one factory, interest should 
be excluded, but where costs are got out for the purpose 
of comparing one factory, or one plant, with another 
factory, or another plant, then interest should be 
included. Interest must be either wholly excluded, or wholly 
included. When I say wholly included, I mean it is not the 
interest paid on a bank overdraft that has to be included, and 
not the debenture interest ; interest on the whole of the capital 
employed in running the business should be included. 
The next question was as to where the credit is taken 
for the actual overhead expenses in double entry cost 
accounts.- That would appear in a nominal ledger control 
account. Through the costs journal overhead expenses 
account would be debited and nominal ledger control - 
account credited, so that your cost books, just as your 
financial books, would always be capable of being brought to 
a balance. I think the next question was at what price 
would I include finished stock in the ledgers, and would I 
keep separate ledgers for it? As to separate ledgers, you may 
have a small business where they could conveniently have a 
single ledger for everything. Visualise the other end of the 
scale, where they may have a hundred ledgers for raw 
material and sundry stores, and one, perhaps, sufficing for 
finished stock. If all is in one ledger there should be separate 
sections in that ledger. As to the price of the finished stock 
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(I take it you mean stock actually manufactured in the factory) 
if none of that stock is going to be used for other processes in 
the factory I would take it on stock charge without any value 
at all, but if it is going to be used again in the factory I 
would take it in at the actual cost. I heartily agree with 
Mr. Strachan that the terminology of costing is unfortunately 
anything but precise. One gets stock and stores confused. 
But, after all, does it very much matter whether it is stock or 
stores? The treatment of it, whatever it is, whether raw 
materials or sundry shop stores, is identical from beginning to 
end, except that raw materials are charged to a works order 
number and stores to a standing order. In so far as the 
stores buildings are concerned, naturally raw material is kept 
in one section, sundry stores in another, and finished stock in 
yet another. As to whether manufactured stock should be 
under the control of the same storekeeper, I should say yes; 
that is to say, it should be under the control of the chief 
store keeper. In the storekeeping section of the manufacturing 
department the chief store keeper is in charge; he may have 
one or more stores buildings with a store keeper in charge of 
each one. Naturally, manufactured stock should be segregated 
from raw material, as I said before, except perhaps in so far 
as manufactured stock might be considered to be only semi- 
manufactured. For instance, you may be making some articles 
which are component parts of one of your assemblies and which 

ou may also be selling to other people who will assemble them. 

here shall we put them—into manufactured stock, or raw 
material? It is a question of convenience. With regard to 
costing for contractors on constructional work, it comes down 
to the same thing after all. Your system has to be such that 
every pennyworth of wages earned and paid and every 
pennyworth of material consumed has got to be charged to 
the job. Can a contractor find out whether he is making a 
profit or not? Only if his estimate is drawn ap in such a way 
’ as will make comparison with cost at various stages possible. 
He may have estimated that brickwork is going to cost him so 
much a foot; if he can keep his cost account so that he can 
see what that brickwork is costing him, he can definitely say : 
‘* Barring accidents, 1 am making a profit; so far I have 
made a profit. Whether storm, tempest, lightning, or 
something else will rob me of that profit later on has yet to be 
seen, but, all other things being equal, I am realising 
expectations.”’ Then I was asked about over absorption or 
under absorption of overhead expenses. I tried to make 
it plain that the control is monthly. Each month you can 
see how much you have absorbed, whether you are under 
absorbed or over absorbed, and so you can adjust your rates. 
At the end of the year you will have a little hiatus; you 
cannot adjust that for the last month, and there is a little 
adjustment to be made at the end in order to reconcile with 
the financial books I am afraid on the question of machine- 
hour rates I did not make myself quite clear. No wages are 
included in the machine-hour rates, but rent, rates, depreciation 
of machine value, power consumed by the machine, and 
repairs and maintenance. Then I am heartily in accord with 
everything Mr. Fells said. I am afraid I have kept you 
longer than you like to be kept, but had I told you all I could 
about costing, I am afraid I would have kept you here for a 
week. The subject is so vast, you cannot possibly cover it in 
an hour unless you only try to indicate the general lines— 
how one is to control wages and control materials, and 
endeavour to control overhead expenses. My own opinion is 
that if one has an appreciation of the general principles of 
costing, it only requires the application of common sense. 
There is no problem in costing which cannot be overcome. 
True, one has to adopt expedients. I have explained to you 
how to obtain the cost of an article that is built up. To give 
you a litile food for thought, a little exercise for your 
imagination, I suggest to you that you should try to think out 
how you would obtain the cost of an article which is the 
result of a breaking down process rather than a building up 
process. I refer particularly to the refining of crude oil. 
Crude oil is put into a vat, a furnace is lit below it, and your 
resulting products are anything up to ten or twelve in 
number. How are you going to allocate your wages and your 
overhead expenses ? 


On the motion of Mr. Bruce Potwartn, seconded by Mr. 
Srraker, a hearty vote of thanks to Mr. Cathles for his 
lecture was unanimously accorded, and the usual vote of 
thanks to the Chairman was also unanimously passed. 


District Societies of Incorporated 
Accountants. 


BELFAST. 


A meeting of this Society was held on November 4th in 
Belfast, when a lecture was delivered by Mr. John M. Hamill, 
LL.B., on the subject of ‘‘ Negotiable Instruments.” 
Mr. George H. M’Cullough, President, took the chair. He 
expressed the appreciation of the members for Mr. Hamill’s 
address, and on the motion of Mr. F. Allen, Vice-President, 
seconded by Mr. H. MeMillan, a cordial vote of thanks to the 
Lecturer for his address was adopted. 


BRADFORD. 


On November 25th Mr. George KR. Lawson, F.S.A.A. (of 
Bradford), delivered a lecture on ‘‘ The Future of British 
Industry” before this Society. Mr. Joseph Rhodes, F.S.A.A., 
occupied the chair, and there was a large attendance of 
members. Representatives of the students of the Law 
Society and of the Chartered Institute of Secretaries were 
present by invitation. The Lectwer dealt in a skilful and 
interesting manner with the causes of the present depression 
in trade, and the paper was followed by an interesting 
discussion. Mr. H. Reynolds, F.S.A.A. (Hon. Secretary), 
on behalf of the meeting, thanked the Lecturer for his able 
address, and the Chairman for presiding over the meeting. 


Syllabus of Lectures. 


‘*Debentures and other Forms of Security,” 
by Mr. Edward Westby.Nunn, LL.B., B.A., 
London. Chairman: Mr. H. Reynolds,F.8.A.A. 

Joint Meeting with the Yorkshire District Society. 
A Mock Meeting of Creditors. Chairman: 
Mr. H. Bray, A.S.A.A., Leeds. 

‘« The Future of British Industry,’”’ by Mr. George 
R. Lawson, F.S.A.A., Bradford. Chairman: 
Mr. J. Rhodes, F.S.A.A. 

‘* Executorship Lawand Accounts,” by Mr. Wilfred 
H. Grainger, A.S.A.A. Chairman: Mr. R. 
Lindley, A.S.A.A. 


Students’ Open Night (Details later). 

‘* Statistical Comparisons and their Use,’’ by 
Mr. A. Lester Boddington, F.S.S., London. 
Chairman: Mr. Wade Hustwick, F.S.A.A. 

Joint Debate with Bradford Law Students’ Society 
and Bradford Chartered Accountants Students’ 
Association. Chairman: Mr. T. Haywood, 
F.S.A.A. 

Joint Meeting with Yorkshire District Society— 
A Mock Shareholders’ Meeting—to be held at 
the Church Institute, Albion Place, Leeds. 
Chairman: Mr. G. L. Waddington, A.S.A.A. 

“The Law of Contracts,” by Mr. T. Lister 
Croft, LL.B.,Wakefield. Chairman: Mr.T.C. 
MeNair, A.S8.A.A. 

‘* The Law of Contracts” (concluded), by Mr. T. 
Lister Croft, LL.B., Wakefield. Chairman: 
Mr. C. Wain, A.S.A.A. 


The meetings will be held at 7.30 p.m. in the Library 
of the Liberal Club, Bank Street, Bradford, except where 
otherwise stated. : 


1925. 
Oct. 29th. 


Nov. 3rd. 
Nov. 25th. 


Dec. 10th. 


1926. 
Jan. 6th. 
Feb. 4th. 


Feb. 10th. 
Feb. 16th. 


Mar. 2nd. 


Mar. 9th. 


MANCHESTER. 


1925. Syllabus of Lectures. 


Nov. 6th. Opening Meeting. Address by Mr. R. T. Hindley, 
General Manager, Williams Deacons Bank, 
Limited, on ‘Accountancy, Banking and 
Commerce.” 

Nov. 20th. Lecture, ‘The Use of Economics in Accountancy,” 
by Mr. Wm. Pickles, B.Com., A.C.A.,A.S.A.A. 
(Honours, 1916). 


Dec. 4th. Discussion, “Points Arising in Practice— 


Auditing,” by the Members. 
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1926. : 
Jan. 29th. Lecture, ‘‘Deeds of Arrangement—Law and 
Practice,’’ by Mr. Arthur T. Eaves, A.C.A., 
F.S.A.A. 
Feb. 26th. Lecture, ‘‘ The New Real Property Act from the 
Accountant’s Point of View,’’ by Mr. Denis 
Hickey, Solicitor. 


Mar. 19th. Discussion, ‘‘ Points Arising in Practice,” by the 
Members. 
April 


Special Meeting of Members. 


NEWCASTLE-ON-TYNE. 


An examination for students will be held simultaneously at 
Newcastle-on-Tyne and at West Hartlepool, on Thursday, 
March 18th, 1926. This will be divided into two classes :-— 


1.—Ezamination ‘A.”—Open to all students who 
have not passed the Intermediate examination of the 
Society by January 31st, 1926. 

2.—Examination ‘‘ B.”—Open to all students who have 
passed the Intermediate examination by January 31st, 1926. 


The question papers, which will approximate Intermediate 
standard for “A” examination and Final standard for “B” 
examination, will be set by Mr. A. M. White, A.S.A.A. 
The subject will be Accountancy, and the examination 
will be held as far as possible under examination room 
conditions. Prizes will be awarded to the candidates obtaining 
first place in each examination, and will consist of books 
on accountancy or legal subjects (to be chosen by them). 
The decision of the President and the Examiner must be 
accepted as final. This examination is subject to a minimum 
of twenty entries being received. If a greater number is 
received the Committee may award further prizes. Entry 
forms (which can be obtained from the Hon. Secretary, 
Mr. J. Telfer, Armstrong College, Newcastle-on-Tyne) must 
reach him on or before March Ist, 1926. 


NORTH STAFFORDSHIRE. 

The first meeting of the 1925-26 winter session of this Society 
was held at the Town Hall, Hanley, when a lecture was 
delivered by Mr. H. O. Horton, A.C.A. (Birmingham), on 
‘Income Tax as applied to Companies.’’ In the absence of 
the President (Mr. Thomas Thompson, F.S8.A.A.) Mr. H. G. 
Read, A.S.A.A., occupied the chair. There was a large 
attendance of members and students, and the lecture was 
of a very instructive character. Further lectures have been 
arranged for each month up to April next. It is also proposed 
to hold a dinner during the season, when it is hoped that 
the President and other members of the Council of the Parent 
Society will be able to attend. 


SOUTH OF ENGLAND. 


Syllabus of Lectures. 

‘*Some Notes on the New Law of Property 
and Kindred Acts of 1925 as they Affect 
Accountants,” by Mr. J. Linahan, A.S.A.A. 

‘*Cost. Accounts,” by Mr. A. L. Boddington, 
F.S.S., London. 


‘The Formation and Registration of a Limited 
Company,”’ by Mr. H. A. Lee, Southampton. 


‘‘Bankruptey,’”’ by Mr. Clement Hoult, 
Southampton. 

**Commercial Law,” by Mr. W. H. Grainger, 
A.S.A.A., London. : 

‘* Liquidators, Trustees and Receivers—Practical 
Points on Assuming Office,” by Mr. F. Woolley, 
F.S.A.A., Southampton. 

April 9th. Mock Income Tax Appeal. 

The lectures will be given at 6, Portland Street, Southampton, 

on the dates named, at 7.15 p.m. 


1925. 
Oct. 30th. 
Nov. 27th. 


Dec. 18th. 
1926. 
Jan. 29th. 


Feb. 26th. 


Mar. 19th. 


SOUTH WALES AND MONMOUTHSHIRE. 

At a meeting of this Society held recently at Cardiff, 
Mr. F. J. Alban, F.S.A.A., delivered his Presidential Address, 
taking as his subject “The Accountancy Profession—a Review.” 
Mr. W. H. Ashmole, of Swansea, one of the Vice- Presidents of 
the District Society, was in the chair, and the meeting was a 
representative gathering of members of the Distriet Society. 
Mr. Alban compared the pre-war and the post-war standards 
of the examinations, which now included statistical method 
and economics, and mentioned that at the last examination 
only 49 per cent. of the candidates had succeeded in passing the 
Intermediate examination test and 57 per cent. the ‘‘ Final.” 
The recommendations of the Board of Trade Committee on 
Bankruptcy Law Reform, which would considerably strengthen 
the existing law in regard to failure to keep proper books of 
account, was referred to; it was understood that the Board of 
Trade would probably put forward a Bill on the matter next year. 
On the question of Company Law Reform the evidence given 
by the Society before the Committee on the Companies Acts was 
cited, including the desirability of a statutory obligation being 
placed upon auditors to submit a written detailed report to 
the directors of the company as well as the formal certificate 
laid before the shareholders. Further, auditors should havea 
statutory right to be present at general meetings of companies. 
Dealing with the subject of Cost Accountancy, Mr. Alban 
referred to the retrograde step recently taken by the Army 
Council in proposing to abandon the system of cost accounting 
which was set up on the recommendation of the Select 
Committee of the House of Commons in 1918, with Mr. 
(now Sir) Herbert Samuel as chairman. In every department 
of commerce the necessity of cost accountancy had been 
increasingly recognised. The scheme of Army accounting has 
been endorsed unanimously by three important Committees ; 
but the present decision of the Army Council meant that the 
Army were to keep no proper accounts, that Army hospitals 
were to keep no cost accounts, that there were to be no 
values to Army stocks, that there were to be no cost 
accounts in Army electric lighting plants, no domestic 
accounts of a battalion, &c. It was granting a charter 
to Government Departments to be wasteful and extravagant, 
because without proper accounts of cost the necessary 
knowledge could not be obtained to practise true economy. 
The present investigations of the Coal Commission would 
impossible in the absence of the cost figures which had been 
and were being compiled in relation to that industry. It 
appeared, however, that the Government, a department of 
which itself proposed to abandon the keeping of cost accounts, 
set up on the recommendation of a committee of Parliamentary 
specialists under the chairmanship of Sir Herbert Samuel, 
were relying for a settlement of the coal crisis upon the 
findings which Sir Herbert Samuel (now chairman of the Coal 
Commission) and his colleagues would presumably make for 
the more efficient handling of the economy of the coal industry. 

The Lecturer summarised the present position in relation 
to registration of the accountancy profession. With or without 
registration the profession must continue to develop if it 
maintained as its motto the service and safeguarding of 
the public. 


Carpirr anp District Stupents’ Secrion. 

A meeting of the Cardiff and District Students’ Section 
was held at the Memorial Offices, Cardiff, on Thursday, 
November 19th, presided over by Mr. P. A. Hayes, A.S.A.A., 
and supported by Mr. J. Pearson Griffiths, F.S.A.A., 
Mr. H. J. Wilks, A.S.A.A., Mr. Stewart Jones, Mr. J. Alun 
Evans (Hon. Secretary), and a good attendance of students. 

Mr. A. E. Harrison, Manager of the Cardiff Journal of 
Commerce, who is also President of the Cardiff Master Printers’ 
Society and a member of the committee of the Printers’ 
Federation Costing Committee, delivered a lecture on 
‘* Printers’ Cost Accounts.’’ Mr. Harrison explained that 
the Printers’ Costing System, which was introduced in 1908, 
was the work of a committee set up by the Master Printers’ 
Association. The system was introduced owing to the 
previous lack of efficiency in this connection in the trade. 
It was now, however, regarded throughout the country as the 
most complete of any existing costing systems. They had 
tried to cover everything, and it operated fairly to the | 
customer, employer, and the staff employed. The Lecturer 
carefully described, by means of a number of useful charts, 
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the best way of allocating the various items of expenditure, 
such as rents, rates and taxes, management expenses, power, 
heat and light, and interest on capital invested, and indicated 
how these expenses should be allocated against the various 
departments, showing the profit and loss in any one department 
or on the whole. By this means it should be possible, if the 
system were carefully carried out, to tell each week to a 
fraction of a penny what was the profit or loss for the period. 

At the close of lecture, Mr. Harrison answered a number 
of questions, and the meeting closed with a very hearty vote 
of thanks to him, proposed by Mr. J. Pearson Griffiths, 
F.S.A.A., and seconded by Mr. Stewart Jones. 


YORKSHIRE AND BRADFORD. 

A Mock Creditors’ Meeting was held at Bradford on 
November 3rd, and was attended by members of the Yorkshire 
and Bradford District Societies. Mr. H. Bray, A.S.A.A., 
representing the principal unsecured creditor, was elected 
chairman. Between 50 and 60 members attended and took 
part ina humorous examination of the debtors, accountants, and 
solicitor in connection with the statement of affairs submitted. 


YORKSHIRE, 

An interesting lecture, entitled ‘‘ The Return to the Gold 
Standard,’’ was given to a good attendance of members by 
Professor Douglas Knoop, M.A., of the University, Sheffield, 
on November 18th, in the Church Institute, Leeds, the 
chair being taken by Mr. Thos. Hayes, F.S.A.A., Leeds. 
Professor Knoop dealt with the three periods commencing 
after the Napoleonic wars, when active public interest had been 
taken in the question of a gold standard of currency as 
compared with a paper currency, giving a short history of the 
effects on home and international trade from 1821 to 1914. 
He then compared the advantages and disadvantages of 
paper and gold standards, with the legislation connected 
therewith since the close of the war in 1918, and the present 
outlook since the removal of the embargo on the export of 
gold and the issue in this country of foreign and Colonial loans. 
An interesting discussion took place at the close of the 
lecture, which concluded with a hearty vote of thanks to 
the Lecturer for the able and interesting address submitted. 


Changes and Removals. 


Mr. Thomas Broadley, Incorporated Accountant, has 
commenced public practice at 2, Lister Gate, Nottingham. 


Mr. Godfrey Craven, Incorporated Accountant, announces 
that he will continue the practice carried on by himself 
and Mr. T. Forster, now deceased, under the style of 
Forster & Craven, at 28, Deansgate, Manchester, as hitherto. 


Mr. J. A. Crawshaw, Incorporated Accountant, has com- 
menced public practice at Station Chambers, 36, Bolton 
Street, Bury. 


Mr. Hubert Etherington, Incorporated Accountant, bas com- 
menced public practice at 14, Copthall Avenue, London, E.C.2. 


Messrs. Samuel Hatton & Co., Incorporated Accountants, 
have removed to 14, Brown Street, Manchester. 


Mr. H. G. Large, Incorporated Accountant, has commenced 
—_ rn at 2, Philpot Lane, Fenchurch Street, 
on, E.C 3. 


Messrs. Metcalf & McKenzie have removed from 50, Frederick 
Street, to 32, West Sunniside, Sunderland. The firm name 
has been altered to Metcalf, McKenzie & Ingram. 


Messrs. Arthur Young & Co., New York, Chicago, &c., have 
opened an office at 718-723, Buhl Building, Detroit, U.S.A. 


Scottish Motes. 


(FROM OUR CORRESPONDENT., 


Glasgow Students’ Society. 


A meeting of the Glasgow Students’ Society was held on 
4th ult., when a lecture was given on ‘‘ Some Notes on Share 
Capital” by Mr. Alfred er, A.S.A.A., Incorporated 
Accountant, Glasgow. There was a large attendance. 
Mr. R. T. Dunlop, F.S.A.A., Glasgow, presided, and was 
supported by Mr. J. Tannett MacKenzie, Mr. A. R. Weir, 
Mr. James Paterson (Secretary of the Scottish Branch), 
Mr. Robert Fraser (Secretary of the Students’ Society), &c. 
Mr. Dunlop, in introducing the Lecturer, referred to hig 
accomplishments as a student and prize taker in the Society’s 
examinations. Mr. Palmer, in the course of his lecture, gave 
a very full exposition of the various clauses in the Companies 
Acts relating to the share capital of a company, and also to 
numerous law cases in which questions had been decided. 
One point which was emphasised was that a shareholder's 
interest in the capital of the company was not restricted to 
the face value of his shares, but that each share represented 
a proportion of the net capital assets of the company. At the 
close Mr. A. R. Weir moved a hea:ty vote of thanks to 
the Lecturer, which was cordially given. 


The Glasgow C.A.’s New Premises. 


Last month the Institute of Accountants and Actuaries 
marked an important step in the history of the Institute 
when the new hall, class rooms and other premises were 
formally opened by a reception given by the President and 
Council of the Institute. The company numbered about 600, 
and amongst those who accepted the invitation of the 
President were Mr. James Paterson (Secretary of the Scottish 
Branch of the Society) and Mrs. Paterson. 


Jubilee of George Watson’s College. 

This is the jubilee year of George Watson’s College, the 
modern development of the famous hospital founded in 1736 
‘for the maintenance and instruction of the male children 
and grandchildren of decayed merchants in Edinburghb.’’ 
Unlike George Heriot, whose romantic career is perpetuated 
in the ‘‘ Fortunes of Nigel,” George Watson was content 
to live in less exalted surroundings. He was the first 
‘*accomptant”’ of the “Public Bank” established by the 
Scots Parliament in 1695. He did not long retain that office, 
but commenced dealing in bills of exchange on his own 
account with correspondents, gg in London, amassed 
a fortune, and left Edinburgh his debtor by his munificent 
benefactions. 


Photography not a Profession. 


An income tax appeal, which came before the Second 
Division of the Court of Session, decided that a photographer 
exercised a business and not a pene A photographer 
in Edinburgh, who was assessed for excess profits duty on 
account of profits arising from his business, contended that 
his business was a profession within the meaning of sect. 39 (c) 
of the Finance (No. 2) Act, of 1915, and was therefore, exempt 
from assessment in respect that portrait photography, for its 
successful execution, required qualities analogous to that of 
an artist. The appeal was refused by the Commissioners, and 
the Division affirmed their judgment. 


Breach of a Feu Charter. | 


In a recent case the superior of lands on which a villa had 
been erected, and which the feu charter restricted to be used 
as a ‘‘ self-contained private dwelling house for the occupation 
of one family only,”’ sued the proprietor and his tenant for 
declaration that the use of a portion of the house by a member 
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of the tenant’s family as a school was in breach of the feu 
charter. The Lord President said he was driven to the 
conclusion with very great reluctance that this was an 
infringement of the feu charter, and hoped there was some 
solid reason for raising an action of this kind. 


A Lawyer’s Tools. 


The First Division of the Court of Session on October 24th 
decided a question as to whether a bankrupt solicitor was 
entitled to his books and other articles which he alleged were 
necessary to him in the carrying on of his business for the 

urpose of earning his livelihood. The Division, affirming the 
judgment of the Lord Ordinary, held that with the exception 
of certain volumes of law books and certain articles of office 
furniture to which no exception was taken by the trustee, the 
rest of the solicitor’s law library belonged to the trustee of his 
sequestrated estate. It would, the Lord President remarked, 
be a very formidable extension in practice of the necessarily 
limited and restricted exception if they were for the first time 
to countenance the view that the books, which were very 
convenient and useful to a professional man, should be included 
in the category of ‘‘ working tools.” 


An Inhibition Case. 


An interesting and unusual point was decided last month in 
the Glasgow Sheriff Court regarding a man’s responsibility 
for the debts of his wife, from whom he was living apart. 
An action was taken against a man at the instance of a 
creditor for a debt recently incurred by his wife. An 
inhibition had been taken against the wife by her husband 
eight years ago. It was contended by the creditor that the 
inhibition was over five years old, and had therefore become 
prescribed. The Sheriff-Substitute, in his judgment, pointed 
out that the statutes on which the creditor founded were 
conveyancing statutes, and that all the provisions on which 
the pursuer founded ‘related to land. He could find no 
ground, express or implied, in these provisions for holding that 
they applied to the inhibition by a husband against his wife 
contracting debts, or for holding that the inhibition, like the 
inhibition relating to lands, became prescribed in five years. 


Notes on Legal Cases. 


(The abbreviations at the end of each of the cases refer 
to the following law reports, where full reports of the case 
may be found. The Law Reports and other reports are 
cited with the year and the Division, e.g. (1925) 2 K.B.:— 


T.L.R., Times Law Reports; The Times, The Times News- 
paper ; L.J., Law Journal; L.J.N., LawJournal Newspaper ; 
L.T., Law Times; L.T.N., Law Times Newspaper; 8.J., 
Solicitors’ Journal; W.N., Weekly Notes; §8.C., Sessions 
Cases (Scotland); 8.L.T., Scottish Law Times; I.L.T., Irish 
Law Times; J.P., Justice of the Peace (England); L.G.R., 
Knight's Local Government Reports; B.& C.R., Bankruptcy 
and Company Cases. 


The other abbreviations used in modern reports are H.L., House 
of Lords; A.C., Appeal Court (House of Lords and Privy Council); 
C.A., Court of Appeal; Ch., Chancery Division; K.B., King’s 
Bench Division; P., Probate, Divorce and Admiralty Division ; 
C.S., Court of Session (Scotland); J., Mr. Justice (King’s Bench 
or Chancery); L.J.. Lord Justice; L.C., Lord Chancellor; 
M.R., Master of the Rolls; P., President of Probate, Divorce and 


Admiralty.] 
INSOLVENCY. 
Re Wilson. 
After-Acquired Property. 
A trustee in bankruptcy subsequently appointed has no 
right to recover from the bankrupt’s agents proceeds of sale of 
‘tickets for a boxing match which had been paid to the 


bankrupt by such agents where the assistant Official Receiver 
had, after the receiving order had been made, sanctioned the 


bankrupt staging the boxing match and receiving the takings, 
even if the trustee was not bound by the acts of the assistant 
Official Receiver, and even if the Official Receiver had exceeded 
his powers, because it would be inequitable and unjust to 
compel the bankrupt’s agents, who had acted under the 
sanction of the Official Receiver, to pay the moneys claimed 
for the benefit of the creditors in the bankruptcy. 


(Ch.; (1925) 70 S.J., 65.) 


Re City Life Insurance Company, Limited. 


Assignment of Mortgages to Trustees by Company. 

In the winding up of an insurance company, policy holders 
who have mortgaged their policies to the company to secure 
advances are entitled to set off the full statutory value of their 
policies against the mortgage debts, under sect. 31 of the 
Bankruptey Act, 1914, where at the date of the petition for 
winding up the company still held the mortgages. But, where 
the company has at that date sub-mortgaged the policies by 
assignment to trustees to secure a trust fund, there is no 
longer any mutual dealing, and no right of set off exists. 


(C.A.; (1925) 70 S.J., 108.) 


REVENUE. 


Inland Revenue v. Strump. 


Claim to Deduct Proportion of Premium paid in order to 
Obtain Lease. 


The lease of certain business premises expired at Whitsun 
1921. The landlord demanded a premium as a condition of 
renewal for a further five years, which was paid, as the firm 
were unable to find suitable premises elsewhere. 


It was held by the Court of Session that for income tax 
purposes the cash payment was a capital expense, and that it 
was not permissible to deduct as an expense of trading for the 
year of charge one-fifth of such payment in addition to the 
rent actually paid under the lease. 


(S.C.; (1925) 8.C., 599.) 


Lean v. Ball. 
Occupation of Land for purposes of Husbandry. 

Thirty-three acres of grass land were occupied as a poultry 
farm, half an acre being cultivated for the production of food 
for the poultry. 
_ It was held by the First Division, Court of Session, that 
the occupiers were liable to assessment under Schedule B, and 
not under Schedule D of the Income Tax Act, 1918. 


(C.S. ; (1925) S.L.T., 617.) 


Ricketts v. Colquhoun. 
Deduction from Income Tax. 


The House of Lords dismissed an appeal from the Court of 
Appeal (see Incorporated Accountants’ Journal, January, 1925, 
p. 114), affirming an order of Rowlatt (J.) that the travelling 
and hotel expenses of the Recorder of Portsmouth (practising 
in London) to fall within Rule 9, Schedule E, of the Income 
Tax Act, 1918, must be expenses which the holder of the office 
was necessarily obliged to incur; that meant obliged by the 
fact of holding the office to incur, and must be incurred in the 
performance of the duties of the office. There was no 
obligation on the appellant as the holder of the office to incur 
these expenses and they were not incurred in the course of 
performing his duties, but partly before_and partly after. If 
a man elected to Jive away from his work so that he must pay 
for board and lodging away from home that was by his own 
choice and not by reason of any necessity arising out of his 
employment. 


(H.L. ; (1925) W.N., 251.) 
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